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LETTERS OF TRANSMITTAL. 

Depaktment of Commerce and Labor, 

Office of the Sbcrbtart, 

WaskiTiffton, July 1, 1911. 
Sir: I have the honor to transmit herewith Part I of the Report 
of the Commissioner of Corporations on the Steel Industry, the said 
part dealing with the oi^anization, investment, profits, and position 
of the United States Steel Corporation. 

Respectfully, Charles Naqel, 

Seerdary. 
The Phesident. 

» Department of Commerce and Labor, 

Bureau of Corporations, 

WashiTigton, July 1, 1911. 
Sm: I have the honor to transmit herewith Part I of a Report on 
the Steel Industry, made to the President under your direction and 
in accordance with the law creating the Bureau of Corporations. 
The said part deals with the organization, investment, profits, and 
position of the United States Steel Corporation. 

I desire to mention as especially contributing, under my direction, 
to the preparation of this report the names of Mr. Luther Conant, jr.. 
Deputy Commissioner, and Mr. Francb Walker, one of my assistants. 
Very respectfully, 

Herbert Knox Smfth, 

Com/miaaioner. 
To Hon. Charles Nagel, 

Secretary of CoTnmerce and Lahor. 
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LETTER OF SUBMIHAL, 



• Dbfabtkeht ov Comubrce and Labob, 

bubbau of cobpobatioms, 

Washington, July 1, 1911. 

StH : I have tlio honor to submit herewith Part I of a Report on the 
Steel Industry. This part deals with the or^mization, investment, 
profits, and positioH in the industry of the United States Steel Corpo- 
ration. Additional parts will be submitted later dealing with costs ' 
and with prices. 

The basic industry of steel making affects the whole people of the 
United States. Its oi^anization is a matter of public concern (not 
merely of private interest), and a great national resource, iron ore, 
lies at the foundation of the business. 

The dominant concern is the United States Steel Corporation. 
There ia here set forth (a) the causes of the formation of the Corpo- 
ration; (&) its actual investment contrasted with its capitalization; 
(e) its rate of profits ; and (d) its degree of control in the industry. 

The Steel Corporation was the culmination and the result of a 
remarkable and even dramatic period in the steel industry. Until 
about 1898 the bulk of the business was distributed among a very 
considerable number of concerns. There was sharp competition, 
modified by froquent pools and price agreements of greater or less 
duration and effectiveness. 

In 1898 b^an an era of great consolidations, with capitalizations 
ranging from $30,000,000 to 1100,000,000, usually mei^ers of many 
smaller companies. In moat of these, as in the earlier price agree- 
ments, the ruling motive was the removal of competttion.- 

They did not, however, finally eliminate competition. On the con- 
trary, a broad movement at once became apparent which threatened 
competition on a larger scale and probably more severe than any in 
steel history. This was the process known as "int^ration." 

The situation in 1899-1900 was as follows: There were three great 
companies — the CamegieCompany, the FederalSteel, and the National 
Steel — dominating the production of crude and semifinished steel. 
This may be called the "primary" group. Six other large concerns — 
the American Steel and Wire, American Tin Plate, American Steel 
Hoop, American ^eet Steel, National Tube, and American Bridge — 
severally controlled these lighter finished products. These formed 
the "secondary" group. 

4526=— 11 2 xvn 
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XVm LBTTKE OF SUBMITTAL. 

But, large as these concerns were, no one of them was entirely self- 
sufficient. The "secondary" group was dependent on the "primary " 
for its crude steel; the "primary" largely dependent on the "sec- 
ondary" for a market for its products. Few were completely 
"integrated;" that is, few carried through under one control, with 
the accompanying advantages, the entire industrial process from the 
ore to the finished product, linking up ore and coal mines, transpor- • 
tation, blast furnaces, steel works, rolling mills, and finished manu- 
facture. 

Immediately, however, came the next step. These great concerns 
almost siniultaneously began the final linking up of the chain of pro- 
duction. Once b^un by one concern, others followed in self- 
defense. The "secondary" companies began to reach back, acquire 
ing ore reserves and crude steel plants. For example, in 1900 the 
Steel and Wire Company, whose supply of materials had previously 
been purchased mainly from the Carnegie or the Federal company, 
planned to make its own steel; hkewise the National Tube Company. 
The "primary" concerns, finding these their chief customers turning 
into rivals, retahated by reaching forward to the manufacture of 
finished products. 

Paramount in importance was the ore. The recognition of that 
importance came strangely late, but, once recognized, it became an 
axiom that no large concern could stay in the business unless fortified 
by its own ore reserves. By 1900 the bulk of the Lake ores was in the 
hands of l^s than a dozen companies, with a similar concentration 
in coking coal. 

Such efforts on the part of these great concerns, in strivii^ each 
to "integrate," to make itself wholly independent, threatened to 
result in a great and sudden increase and dupUcation of the steel 
producing and finishing capacity of the country, and to involve them 
also in an invasion of each other's business. 

Thus there was suddenly revealed to the industry what the trade 
press at the time called "the impending struggle of the giants," aeon- 
test between great concerns who under such circumatancea might be 
forced to work out, in rigorous competition, the survival of the fittest. 

Such were the conditions in the steel industry in 1900. The spark 
that lighted the train was the threat of the Carnegie Company to 
erect a great tube plant near Cleveland, thus invading the field of 
finished manufacture. 

Steel men and the various associated financial interests r^arded 
this situation with much alarm. In such competition they saw a 
great danger to their businesses, especially to the profitable quasi 
monopolies in certain branches of the trade. In averting it they 
also saw a great opportunity. The extraordinary era of industrial 
expansion was still on; the public were still eagerly absorbing laige 
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issues of securities. By mei^ing tliese conflictii^ interests into a 
great corporation, the threatened "steel war" would be averted, and 
great profits redized from the flotation of securities. 

With amazing swiftness, in a few weeks, the United States Steel 
Corporation was thus oi^anized, and began business on April 1, 1901, 
Its total capitalization was a little over $1,402,000,000 (including 
bonds). It is strictly a "holding" company — that is, it does not 
mine, manufacture, transport, or sell; it simply owns the stock (as a 
rule all the steck) of its constituent concerns. . The concerns acquired 
were as follows : 



Acquired 1901; 

Carnegie Company (of New 

Jersey). 
Federal Steel Company. - 
National Steel Company. 
American Steel and Wire 

Company. 
American Sheet Steel Com- 



Acquired subsequently: 

UmonSteelCompany(1902). 
Clairton Stee! Company 

(1904). 
Tennessee Coal, Iron and 
Railroad Company (1907). 



American Steel Hoop Com- 
pany. 
American Bridge Company. 

National Tube Company. 

Bessemer Steamship Com- 
pany. 

Shelby Steel Tube Company. 

Lake Superior Consohdated 
Iron Mines. 

Thus competition between these concerns was eliminated, while 
enormous profits were made from the flotation of securities, with, 
also, an unparalleled stock commission to the underwriting syndicate, 
which netted a clear profit of about $62,500,000 in cash. 

At its formation the United States Steel Corporation (referred to 
herein as the "Corporation") controlled about two-thirds of the 
country's production of crude steel, and from one-half to four-fifths 
of the principal rolled steel products. It comprised ore, coal, hme- 
stone, natural gas, railway and steamship companies, blast furnaces, 
steel works, rolling mills, finishing plants, and various other proper- 
ties. It was thus a thoroughly integrated concern, from ore to fin- 
ished products. 

There remained outside the merger a niunber of great companies of 
the primary sort, such as Jones & Laughlin, the Pennsylvania, Cam- 
bria, Lackawanna, Republic and Colorado Fuel and Iron companies, 
and numerous concern,? of the secondary type. While overshadowed 
by the Steel Corporation, these included strong, efficient, and growing 
businesses, furnishing a basis for vigorous competition. 
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INTESTHENT ANto CAPITAUZATION IN 1901. 

The Steel Corporation is the greatest industrial concern in the 
United States, with the largest properties, aiid of international impor- 
tance. It is the most conspicuous example of the modem corporate 
oi^anization of great businesses. As such, the relation of its invest- 
ment to its capitalization and to its earning power are matters of 
pubUc concern. The Corporation itself has recognized this fact in 
ita pubUc reports, and has also furnished very extensive informatioa 
to the Bureau. 

The Corporation was organized with (in round numbers) 510 mil- 
lions of preferred stock; 508 millions of common stock; 303 milhons 
of Corporation bonds, and about 81 millions of underlying and mis- 
celianeoua obligations; a total of over 1,402 million dollars. 

Speaking broadly, such capitalization amounted to the claim, the 
representation, that there was a value in this concern which would 
justify a fair business return on this capitalization. The Bureau finds, 
on the contrary, that in 1901 the fair market value of its tangible 
property was about 700 million dollars, slightly less than one-half its 
capitaUzation. The other half, the excess of about 700 million 
dollars, is thus separated and stands out, embodying the essential 
pubUc questions raised by the Bureau's analysis of its investment. 
In so far as that excess represented value in 1901, it was value due 
either to increased earning power from elimination of competition; 
concentrated ownership of the basic natural resources, iron ore and 
coal; or, in some degree, integration efficiency. 

When such values are capitalized into dividend or interest bearing 
securities, they involve important pubhc problems. They are merely 
another name for price poUcy, and the whole pubhc is ultimately 
concerned in steel prices. For that sufficient reason the bulk of this 
part of the report is devoted to an analysis of the Corporation's 
investment. 

Three separate methods have been used in valuing its assets in 1901 ; 
(a) By historical study of the formation of constituent concerns; 
(ft) by market values of the securities of constituent concerns; (c) by 
detmled estimates of physical properties, classified by departments of 
business. By the first method the valuation is $676,000,000; by the 
second, $793,000,000; and by the third, 1682,000,000. None of these 
figures includes any merger, integration, or monopolistic factors 
arising from the combination of 1901. It is precisely the object of 
the Bureau to distinguish such values from ordinary property value. 

The first valuation rests chiefly on evidence that the tangible prop- 
erty of most of the constituent concerns did not exceed the preferi-ed 
stock. A cash option price was usually fixed by their promoters, and 
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the ori^na] owners could take this, or an equal amount of preferred 
stock, with a bonus in common stock, in the new combinations. 

This was the case with the National Steel, Ajnerican Tin Plate, 
American Sheet Steel, American Steel Hoop, American Steel and Wire, 
National Tube, and American Bridge companies. The Federal Steel 
Company's property somewhat exceeded its preferred stock. In the 
Carnegie Company, reliable book values indicate that its tangible 
assets did not exceed its bond issue. The property of the Lake 
Superior Consolidated Iron Mines was token as equal to the par value 
of its stock. 

This gives the valuations at the dates of organization. Adding now 
the surplus earnings of these concerns up to April, 1901, plus the new 
cash provided for the Corporation, and sundry miscellaneous obliga- 
tions representing property, gives the total stated above, $676,000,000. 

Vatuation by market prices of the securities of constituent com- 
panies (second method) gives about $793,000,000, or $117,000,000 
more than the preceding valuation. Such excess is natural, as this 
method necessarily covers all property, including intangible mei^er 
values in these consolidations prior to the Steel Corporation, 

The valuation by departmraits (third method), the most detailed 
and conclusive, was aa follows: 

ManufBcturing proptTtiee, iocluding blast furnaces $250, 000, 000 

Tnmsportation propertiM 91,300,000 

Coal and coke propertice 80, 000, 000 

Natural gas and limeetone properties 24,000,000 

CuiTODt assets 136, 500, 000 

Ore propertiee 100, 000, 000 

Total 683,000,000 

In July, 1902, in defending its capitalization, the Corporation itself 
made an estimate similarly classified. If we omit iron-ore properties 
in each case, that estimate exceeded the third valuation by the Bureau 
by about $175,000,000, or 30 per cent. But in ore the Bureau's 
valuation was $100,000,000, while the Corporation's was $700,000,000, 
seven times as great, a difference of $600,000,000. Thus the ore 
reserves, the dominant factor in the steel industry, are, in this 
valuation of its assets by the Steel Corporation, made to stand for 
the excess of capitalization over value of tai^ble assets. 

And it is true, as is thus tacitly assumed by the Corporation itself, 
that in these ore holdings, under the present status of ownership and 
control, there exists an earning power and a control of the industry 
on which rest largely those ultimate intangible merger values which 
must be invoked in any attempt to justify its great capitalization. 

The determination of the ordinary market value of this ore in 1901 
segregates such ordinary value from the peculiar merger and combi- 
nation values evidently attributed to it by its owner. The Bureau's 
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valuation of $100,000,000 for the ore was reached by a study of mar- 
ket prices for similar properties about 1901; from the price paid by 
the Corporation for a large part of its own holdings; and from a calcu- 
lation of the "present worth" of the royalties paid on leased ore. 
There was a marked agreement in the results by these various meth- 
ods, and it is certain that 8100,000,000 is a hberat figure. 

To sum up: The actual market value of the Steel Corporation's 
entire tan^ble properties at its formation, omitting all factors of 
merger, integration, and concentration, was not over $700,000,000, 
just about one-half its capitalization. 

The Bureau does not assume to say that the capitalization should 
have been one-half what it was, or indorse at this time any particular 
theory of capitahzation. It has simply separated the market value 
of physical property in this vast concern from value based on earning 
power derived from intangible factors. It has defined these intangible 
factors and pointed out their pecuhar relationship to price policy and 
the public interest, to wit, merger value, integration value, monopo- 
listic value, and above all the incalculable industrial power that rests 
on the control of the bulk of the available iron ore of the countfy. 

1901-1910. 

Inohbases in PBOPERTr. — Since its formation, the Corporation, 
from surplus earnings (allowing for depreciation and changes in 
securities), has made good much of the original excess of its capitaliza- 
tion over tangible property. That excess in 1901 was about 700 
miUion dollars, or 100 per cent, and in 1910 only about 280 million 
dollars, or 24 per cent. The total tangible value in 1910 was 1,187 
million dollars. Asin 1901, there is omitted here all the merger values 
heretofore referred to, and all appreciation of natural resources above 
the actual cost thereof to the Corporation. 

Pkopits. — ^The rate of profit has been calculated, not on the Corpora- 
tion's capital stock, but on the total investment as computed by the 
Bureau. Operating, administrative, and general expenses, as well as 
taxes, have been deducted from eaminga; also true depreciation, a 
matter of some intricacy. The Corporation's allowance for depre- 
ciation, including mineral exhaustion and obsolescence, has exceeded 
a necessary allowuice. The Bureau has carefully determined from the 
records of the Corporation the proper depreciation, and has restored 
the excess to profits. 

Thus arrived at, the average rate of profit on actual investment from 
April 1, 1901, to December 31, 1910, was 12 per cent. It was highest 
in 1902, 15.9 per cent, and lowtst in 1904, 7.6 per cent. The yearly 
rates do not indicate any pronounced tendency, but have on the whole 
slightly decreased. 
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It muat be remembered, however, that 12 per cent profit for on© 
small concern out of many is one thing. Other concerns may make 
much less. It is a very different thing when, as in this case, one-half 
of the whole industry has been maintained on the level of a 12 per cent 
profit. 

It must be made entirely clear that this 12 per cent is the rate of 
profit on the whole investment. Were that part of the investment 
deducted which may be said to be borrowed money, chargeable only 
with a low fixed rate of return, the rate on the remainder, on that 
part which may be considered as put in by the stockholders, would 
be considerably higher. 

PosmoN IN THE iNDusTHT. — While in production the Steel Cor- 
poration from the beginning has overshadowed its principal rivaJs, 
and even exceeded all of its competitors combined, its proportion of 
the total has materially diminished ia the ten years of its operation. 

In pig iron production, the Oorporation has just about maintained 
its original position; in 1901, 43.2 per cent; in 1910, 43.4 per cent. 
But in steel, both crude and finished, it has lost ground; in 1901, 
66 per cent of the steel ingots and castings; in 1910, only 54 per cent, 
notwithstanding great additions to its capacity. Rolled steel prod- 
ucts generally show an almost steady loss, especially structural 
shapes and tin plate. Even in rails there has been no gain. 

In short, speaking broadly, as against 60 per cent of all crude and 
finished steel production in 1901, the Corporation now has not much 
over 50 per cent, indicating conclusively the continuous presence of 
strong and increasing independent production. The competition of 
these independents with the Steel Corporation so far aa prices are 
concerned has been modified by the policy of " cooperation." This 
will be discussed in a later part of the report. 

In efl&ciency, location of plant, and equipment — in capacity rather 
than actual production — the Corporation is materially stronger than 
the foregoing figures indicate, and in case of continued trade depres- 
sion this strength would probably show itself in increased control. 
In ownership of railroads for handling its materials it stands in a 
class by itself. It has a strong but not exceptional position in water 
transportation. Its control of the best quahties of coking coal is 
very strong, though modified of late by new processes which make 
other coal more or leaa available for coking purposes. 

Its position in ore reserves, on the other hand, is much stronger than 
in any other factor in the business. It is almost impossible, and would 
be unwise, to attempt any quantitative statement of its proportion 
of the total ore of the country ; but of the Lake ores, on which the 
present steel industry is based, it has about 76 per cent, and this 
advantage is materially enhanced by its extensive control of the rail 
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transportation of the ore from the nmieB to the Lt^ee. The so-called 
Hill lease made by the Corporation in 1907, with an imprecedentedly 
hig^ rate of royalty end othw oneroim ocmditions, is a striking 
instance of the policy of the Corporation to maintain a hi^ d^ree of 
control of ore. This lease covered enormous ore holdings. 

There is much significance, also, in the prevailing custom of leasing 
ore mines under royalty instead of pun^anng outright. Tiaa sys- 
tem as applied la the Lake ore r^on, vithont any effective restric- 
tions as to size of holdings, ]^ainly faciUtt^es concentration of ore 
property, as it ^*eatly reduces the inveetmmt required to control 
large bodies of ore. It has unquestionably had a large infiuence in 
producing the high concentration of control now existing in Lake 
ores, as well as elsewhere. 

Thus, the industry itself rests physically cm th? ore; the Corpora^ 
tion based one-half its capitalization on the ore; its profits on ore, 
as will later be shown, are large; and in the ore is its highest d^ee 
of concentration and control. The ore, therefore, is of primary sig- 
nificance in the Corporation's dominance, and in that resource chiefly 
are involved the industry's problems of ultimate puWic interest. 
Very respectfully, 

Hewbebt Knox Suith, 

Commiaaumer of Gorporaiion$. 

The PEEBrDBNT. 
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REPORT OF THE COMMISSIONER OF CORPORATIONS 
ON THE STEEL INDUSTRY. 



Put I.— OKGASZZATIOV. uttesthevt. pkofits, An) posiTrov 

OF THE UVITED STATES 6TSEL CORPOBATZOiT. 



SUMMARY. 



The principal features of tiiis part of the Bureau's report upon the 
steel industry are: 

1. The marked development of consolidation, culminating in the 
organization of the United States Steel Corporation. 

2. Capitalization by the United States Steel Corporation far in 
excess of property values. The Bureau's valuation of the tangible 
assets in 1901 is $682,000,000, as against »1, 400,000,000 of issued 
securities. 

3. An analysis of the cost of the subsequent additions to the prop- 
erty of the Corporation, showing a total investment in tangible 
property on December 31, 1910, of $1,187,000,000, as against 
$1,468,000,000 outstanding securities. 

4. An average rate of profit from 1901 to 1910 on the Corporation's 
actual investment, as computed by the Bureau, of 12 per cent. 

5. An almost continuous decrease In the Corporation's proportion 
of the output of principal steel products, but a marked increase in its 
ownership or control of iron-ore deposits. 

BEVELOFHENT OF CONfiOUDATION. 
FBEIOD PBIOB TO 1898 UABB3U> BY ACTIVE COMPETITION. 

Prior to 1898 the iron and steel business of the United States was 
distributed among a very large number of interests. There was 
active and general competition. It is true that in the production of 
crude steel (ingots), semifinished steel (billets, slabs, sheet bars, etc.), 
and heavy finished steel products, such as rails, plates, and structural 
material, substantial prominence had been attained by a few com- 
panies. Furthermore, there were occasional instances of consolidar- 
tion, notably the oi^anization of the Illinois Steel Company in 1889 



2 THE STEEL ISTtUSTRY. 

as a mei^er of several important steel coacems in Chicago and vicinity. 
The Cam^e Steel Company (Ltd.), moreover, while not generally 
considered a consoUdation, had in its expansion taken on many 
features of a consolidation. Despite price agreements of more or 
less significance and duration these large steel-making companies 
were, as a rule, in active competition. With respect to such finished 
products as merchant bars, tubes, sheets, tin plate, wire, and wire 
nails, the number of manufacturers was large and rivalry between 
them was keen. In short, the distinguishing characteristic of the 
industry at this period was competition. 
Another feature of the industry at this period was that most of 
■ the concerns making the lighter finished products just mentioned 
did not produce their own steel, but purchased it from the lai^r 
steel-making concerns. Again, even some of the largest of these 
steel-making concerns did not produce all of their pig iron, but 
bought extensively from "merchant" furnaces, and many of them 
were dependent upon the open market for their supphes of raw mate- 
rials — ore and coal. On the other hand, the lai^er steel concerns,' 
as a rule, did not engage extensively in the manufacture of finished 
lines, except for heavy and comparatively simple products, like 
rails, structural material, and plates, but instead sold a large part 
of their output of crude and semifinished steel to others for such 
elaboration. In other words, integration of the industry had not 
been carried very far at this early date. 

EAPm PBOGRESS OF CONSOLIDATION AFTEE 1898. 

The late nineties, however, witnessed a revolution in the business. 
One after another, great consohdations were formed in the principal 
branches of the industry. The result was that the beginning of 
1900 found a very substantial proportion of the manufacture of 
crude and semifinished steel and of such finished products as rails, 
structural eteel, plates, merchant bars, wire rods and wire products, 
sheets, tin plate, and tubes under the control of less than a dozen 
important consohdations. 

One of the earhest of these mergers was the Federal Steel Company, 
incorporated in September, 1898. This was a consolidation of the 
Illinois Steel Company in the Chicago district; the Lorain Steel Com- 
pany farther east ; the Minnesota Iron Company, one of the largest ore 
concerns in the Lake Superior region (which also owned an important 
ore railroad and a fleet of ore vessels); and the Klgin, Johet and 
Eastern Railway. Int^ration of the successive stages of production 
was the chief object of this consohdation. The issued capital stock of 
the new company was almost $100,000,000; and it secured, roughly, 
16 per cent of the steel-ingot production of the country. 
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The National Steel Company, formed early in 1899, with $59,000,000 
issued capital stock, acquired the principal crude-steel manufacturing 
companies west of the Alleghenies (chiefly in Ohio) other than those 
owned by the Federal Steel Company and by the Carnegie Steel Com- 
pany (Ltd.). Its ingot capacity was approximately 12 per cent of the 
country's total. 

The Carnegie interests a little later underwent an important reoi^ 
ganization, which resulted in the incorporation in March, 1900, of the 
Cam^e Company of New Jersey, with a capitalization of $320,000,000 
(half of which was in bonds) to take over the old Carnegie Steel Com- 
pany (Ltd.), and also the H, C. Frick Coke Company. Inasmuch as 
these interests had long been affiliated, this reorganization was not a 
consolidation of formerly competing concerns in the same sense as 
some of the others here noted. At the time of the formation of the 
New Jersey concern the Carnegie interests controlled fully 18 per cent 
of the ingot production of the country. 

These three concerns, the Came^e, the Federal, and the National 
steel companies, were engaged chiefly in the manufacture of crude 
■ and senufinished steel for the trade, or of the heavier finished steel 
products, such as steel rails, beams, plates, and bars. 

There was also a second group of consohdations, chiefly engaged in 
the manufacture of products which, while comparatively simple, in- 
volved somewhat more advanced processes of manufacture. One of 
these, the American Tin Plate Company, was oi^anized in December, 
1898, with $46,000,000 issued capital stock. It acquired practicaUy 
every tin-plate concern in the country, giving it an almost complete 
monopoly of that branch of the industry. The American Steel and 
Wire Company, organized a month later, with $90,000,000 capital 
stock, secured aU the leading concerns engaged in the production of 
wire, wire nails, and other wire products. The National Tube Conr- 
pany, formed in June, 1899, with $80,000,000 capital stock, acquired 
concerns controlling the bulk of the production of iron and steel 
wrought tubing. A somewhat smaller consolidation of 1899 was the 
American Steel Hoop Company, capitalized at $33,000,000, a merger 
of the principal concerns making hoop steel, especially cotton ties. 

Early in 1900 the American Sheet Steel Company was organized, 
irith $49,000,000 issued capital stock, to take over the principal 
manufacturers of steel sheets. The American Bridge Company, 
formed in April, 1900, with $61,000,000 issued capital stock, con- 
trolled the great bulk of the heavy bridge construction business of 
the country, aside from other structural work. The Shelby Steel 
Tube Companyj a less important concern incorporated in February, 
1900, with $13,150,000 issued stock, may also be mentioned. It 
had substantial control of the seamless tiibing industry. 
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All of these companies were later mei^ed into the United States 
Steel Corporation. 

Certain other important consolidations should be also mentioned, 
which did not enter that combination. One of these was the Republic 
Iron and Steel Company, organized in 1899, with (47,500,000 issued 
stock, a consolidation of the principal manufacturers of rolled iron 
products in the Middle West; it also had some southern plants. In 
the South there was the Sloss-Sheffield Steel and Iron Company, 
with 114,200,000 issued capital stock, a consolidation of various 
furnace interests in Alabama. This company did not make steel. 

Concurrently with the formation of these consolidations there 
occurred an expansion of several older coocems. Thus the Pennsyl- 
vania Steel Company, which had an important plant in eastern 
pMmsylvania and another near Baltimore, in 1901 increased its 
issued capital stock from $6,500,000 to J27, 250,000 and materially 
extended its manufacturing operations. The Cambria Steel Company 
was oi^nized in 1898 to lease the old Cambria Iron Company with a 
{dant at Johnstown, Fa. It had an issued capital stock of tl6,000,000, 
this being later increased to $45,000,000. The Lackawanna Iron and 
Steel Company, capitahzed at 13,750,000, determined at the close of 
1899 to abandon ito old plant at Scranton, Pa., and was succeeded 
in 1902 by the Lackawanna Steel Company, of New York, with 
$40,000,000 authorized capital atock (since increased). This com- 
pfuay erected a new and much laiger plant on Lake Erie, near Buff^o. 
The Jones & Laughhn interests, whose plants were in the Fittsbuig 
district, reincorporated in 1902 as the Jones & Laughlin Steel Com- 
pany, with $20,000,000 capital stock (since increased to $30,000,000 
aside from a large issue of bonds). 

Aside from these reorganizations of leading iron and steel concerns, 
mention may be made of a steady expansion in operations by such 
old establishments as the Colorado Fuel and Iron Company in the 
West and the Teimessee Coal, Iron and Railroad Company in the 
South. These concerns were, moreover, virtually reoi^amzed at a 
somewhat later date. 

All of these concerns, except the Teimessee company (acquired in 
1907), have remained outside the Steel Corporation. 

OENBBAL CAU8E8 OP CONSOLIDATION. 

The transformation in the steel industry, thus far described, was 
simply one phase of a general movement toward industrial consolida- 
tion at the time. This movement was characterized in varying degree 
by three especially important features, as follows: 

(1) The restriction of competition through combination, 

(2) Integration; that is, the linking up of productive processes 
through acquisition under one control of raw materials and manu- 
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facturing plants (and in soma cases transportation faciJitiee) and 
through extensions and coordination of manufacturing processes. 

(3) The creation of a great amount of inflated securities. 

The influence of all these factors should be kept clearly in mind. 
The first, namely, the restriction or elimination of competition, was 
the most important. Undoubtedly it was the principal cause of moat 
consolidations in the steel industry. Profits had been sharply 
reduced by the severe competition which accompanied the depreesion 
of the middle uinetiea, and ateel manufacturers were attracted to 
consolidation aa a means of increasing their returns. Indeed, the 
organizers of some of these consolidations have admitted that the 
desire to control or eliminate competition waa the chief reason for 
combination. 

However, a desire to secure greater economies and advant^es 
through integration undoubtedly played an important part in the 
movement. This was especially true of the steel business, where such 
integration has been introduced to an exceptional degree, extending 
from ownership and production of the primary raw materials to the 
manufacture of the finished product. A conspicuous feature of this 
was the acquisition by large iron and steel manufacturers of extensive 
reserves of raw materials — ore and coal". One of the chief advantages 
to be gained was the saving of the payment of profits to others on 
such materials. In the case of ore in particular this was an impor- 
tant consideration because of the rather effective control of ore prices 
from time to time by ore pools. Whereas in the beginning of the 
nineties most manufacturers, as already stated, were lai^ely dependent 
upon the open market for their requirements of ore, by the close of the 
decade, as a result of this change, the control of lai^e ore reserves had 
come to be regarded as essential to successful continuance in the 
industry. The great bulk of the iron-ore deposits of the Lake Supe- 
rior r^on had by 1900 passed under the control of less than a dozen 
interests, chiefly steel-making concerns. The most desirable coking- 
coal fields of the East had been secured, largely by the same steel- 
making interests, with almost equal rapidity. 

Along with this acquisition of supphes of raw materials went a 
marked integration of manufacturing processes. 

Such integration and coordination of the industry, aside from 
eliminating the payment of profits to others, made possible the intro- 
duction of many economies in the manufacture of steel products, 
particularly in the saving of fuel and labor. In considering the gen- 
eral causes which led to consoUdation in the steel business, therefore, 
this element of integration should be given due weight. 

Restriction of competition and integration of industry were, how- 
ever, by no means wholly responsible for the rapid progress of con- 
solidation. The creation of new securities for iJie sake of a sto<^- 
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market profit was a very important consideration. The public 
demand for such securities was unusually active at this time. 
Indeed, the proportions of this movement were largely determined 
by the opportunity to market the securities thus created. So long 
as the demand for such issues was maintained the supply was 
steadily increased. 

The importance of this stock-market factor in the consolidation 
movement, whether in the iron and steel industry or in other indus- 
tries, is too often overlooked. Consolidation, while in large meas- 
ure an outgrowth of technical and industrial conditions, was by no 
means exclusively so. Instead, there was frequently a marked 
reluctance on the part of owners to dispose of the businesses which 
they had built up, and in many cases the controUing inducement to 
sell out was the enormous price obtainable in the securities of these 
great consoUdations. 

The consohdation of wire interests is a conspicuous illustration of 
the great inflation of capitalization thus brought about. In the 
organization of the American Steel and Wire Company of Illinois, 
in March, 1898, each $100 of the stock of the Consolidated Steel and 
Wire Company, one of the constituent concerns (and itself a con- 
soUdation of seven plants) received $175 of preferred stock and $175 
in common stock of the new company, or $350 of new securities for 
every $100 of old. Undoubtedly the stock of the Consolidated Steel 
and Wire Company was worth considerably more than par from, the 
standpoint of earnings. A few months later each $100 of the pre- 
ferred stock of the American Steel and Wire Company of Illinois 
received $100 in preferred stock and $60 in common stock of the 
American Steel and Wire Company of New Jersey, while each $100 
of the Illinois company's common stock received $120 in common 
stock of the new concern. Thus each $100 stock of the old Consoli- 
dated company became $490 in the stock of the New Jersey concern. 
(Still later, in the merger of the American Steel and Wire Company 
of New Jersey into the United States Steel Corporation, there was 
some further increase.) 

A noteworthy feature of this general inflation of securities was the 
heavy stock conunissions received by the promoters of these con- 
solidations as their compensation. In the case of the American Tin 
Plate Company $10,000,000 of common stock admittedly went to 
the organizeiB, and in the case of the National Steel Company and 
also of the American Steel Hoop Company at least $5,000,000. In 
theorganizationof the American Steel and Wire Company $1 1 ,600,000 
of the common stock went to the promoters and underwriters. In 
the oi^anization of the National Tube Company $20,000,000 of com- 
mon stock appears to have been issued aS a commission to the pro- 
moters or bankers, and in the case of the American Bridge Company 
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at least $7,250,000 of common stock, and possibly twice that amount. 
The underwriting syndicate of the Federal Steel ODmpany received 
approximately $5,680,000 preferred stock and {8,400,000 of common 
stock in return for approximately $4,800,000 cash and their services 
in organizing that concern. There were similar large payments in 
the case of some others of these steel consoUdations, In the case of 
the Carnegie Company apparently no commission was paid, the reor- 
ganization of this concern being handled by the former owners with- 
out the assistance of outsiders. 

Out of the proceeds of such stock commissions frequently some 
oi^anization expenses had to be met, but in the maio these commis- 
sions were intended as compensation to the promoters of these con- 
solidations. It should be noted that the size of these commiBsions 
frequently was fixed by the promoters themselves, since they deter- 
mined the capitalization of the consolidated company. 



The fundamental causes for the formation of the United States Steel 
Corporation were substantially the same as those which gave rise to 
the earlier consohdations already described, namely, restriction or 
prevention of competition; integration; stock inflation. The same 
causes, though in varying degree, were here present, and the same 
processes were here repeated, though in a more comprehensive manner 
and on a vaster scale. 

A striking and surprising result of the consolidation movement in 
the late nineties, just described, was that while several of the great 
steel consolidations aimed to and did secure a substantial degree of 
monopoly of their particular branches of the business, nevertheless 
competition was not thereby destroyed. Instead, it soon developed 
that the formation of these great consolidations was likely to bring 
on an era of competition more severe than any the industry had yet 
seen. The reason for this is plain. At the bottom, such "particulM 
branches" were not essentially separate. In the commercial and 
technical development of the business they tended naturally to 
overlap. In other words, this unforeseen outcome of consolidation 
was largely due to the tendency of these great concerns to secure 
greater integration, to make themselves virtually independent in all 
stages of production from the ore up. 

The conditions were quite remarkable. Competition was threat- 
ening to break out in much more violent form in the steel industry. 
On the other hand, the upward swing of business in the United States 
had not exhausted its vigor, and the readiness of the business world 
to support vast commercial and financial undertakings was unabated. 
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Thus the industml situation presented an e}dTaordinary motire to 
form ft gre&t me^er, as well aa to avert iouniDent competition. 

The active integration movement, furthermore, presented another 
voy serious consideration. The extenaidbs made by the <»i]de-steel 
mak»8 into the territory of those manufacturing more finished prod- 
ucts, and vice versa, meant not only increased competition, but also 
a sudden and great increase in the productive capacity for crude 
steel and steel products, an increase that rai^t place production, for 
some time at least, far beyond the country's power of consumption. 
The leading men connected witii the steel industry feared such ovei^ 
investment in plant, which might, they felt, seriously disturb general 
industrial and financial conditions. Again, they feejred the breaking 
down of the extremely profitable quasi monopolies already established. 

Industbial situation. — As tiiese conditions were the most crit- 
ical factors in the position of the steel industry at the close of 1900 
and the beginning of 1901, it is necessary to recite them in some 
detail. 

Taking first what may be called the "primary" group of consoli- 
dations, namely, those producing crude and seipifinished steel: The 
Carnegie Company was the most important of these. It depended for 
marketing its semifinished steel products on other manufacturers 
for whom these products were raw materials. As to its own raw 
materials it was quite independent, with vast holdings of iron ore 
uid coking coal, as well as extensive transportation properties. 

The Federal Steel Company was in much the same general posi- 
tion as the Carnegie, fmd integrated to a similar degree, though 
without quite as strong an organization or financial condition. 

The National Steel Company (a "Moore" concern) was, like the 
Other two, pfuiJy dependent on other manufacturers for a market for 
its f»x)ducts, but this company had a peculiar advantage through 
its intimate relations with the rest of the so-called "Moore" concerns, 
the Sheet, Tin Plate, and Hoop consoUdations. It was also inte- 
grated to a degree comparable with that of the other two. 

A very important concern closely related to this primary group of 
steel-making companies was the Lake Superior ConsoHdated Iron 
Mines, with great holdings of ore in the Lake region, an ore railroad 
to the upper Lake ports, and an affiliated fleet of ore vessels. It was 
not a manufacturing concern. 

The "secondary" group consisted of those concerns making the 
more finished products. 

Of these, the American Steel and Wire Compuiy at its oiganization 
had a substantially monopolistic control of wire products. It was not, 
however, strong in its raw materials, namely, steel billets, although 
subsequent to its organization it did acquire iron ore, coal property. 
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and a vessel fleet; but it was by no means completely integrated in 
1900. 

The National Tube Company at its formation controlled the greater 
part of the country's production of wrought pipe and tubes. Two 
of its chief plants were fairly well integrated. The company, how- 
ever, purchased a large part of its crude steel. 

The American Bridge Company handled a lai^ part of the country's 
business of heavy bridge construction, but depended almost entirely 
on other concerns for its raw material, structural steel, particularly 
on the Carnegie Company. 

The American Sheet St«6l, American Tin Plate, and American 
Steel Hoop companies were all "Moore" concerns. They lai^ely 
controlled their lines of production, but were integrated to only a 
small extent. All three, however, being affiliated, as stated above, 
with the National Steel Company (the crude-steel concern of the 
"Moore" companies), were thus protected to a certain extent as to 
the supply of their raw materials. 

This general situation was obviously one of transition, of change, 
in view of the prevailing movement toward complete integration, 
and the resulting invasion of these great concerns into each other's 
business field. And the change promptly came. In particular, the 
so-called "secondary" concerns b^an to extend their business back- 
ward to the production of pig iron and crude steel and the mining 
of raw materials. This tended to lessen the market and injure the 
primary concerns, particulariy the Cam^e Company, and to a less 
degree the Federal Steel Company. 

For example, the American Steel and Wire Company, the constitu- 
ent concerns of which had previously bought most of their supply of 
billets or wire rods from either the Federal Steel Company or the 
Carnegie company, planned in 1900 to make its own pig iron and 
steel. 

The National Tube Company, which had bought a large part of its 
raw materials from the Carnegie concern, proposed to erect addi- 
tional blast furnaces and steel works. 

The "Moore" companies (National Steel, Tin Plate, Sheet Steel, 
and Steel Hoop) were rapidly making themselves independent 
through the enlargement of the crude steel capacity of the National 
Steel Company. This latter concern, moreover, secured extensive 
ore and coal properties and a fleet of Lake ore vessels. The con- 
stituent companies of these Moore concerns had formerly bought 
large amounts of steel from the Carnegie and other "primary" 
companies. 

The obvious result of these extensions was that the Carn^e Com- 
pany and to a less degree the Federal Steel Company saw the danger 
4525"— 11 3 
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of the loss of a part of their market for semifinished steel, and the 
probability that their former best customers would become their rivals. 
These "primary" concerns, therefore, promptly entered upon a policy 
of retahation. The Federal Steel Company prepared to take up the 
manufacture of several finished products, particularly structural mate- 
rial, tubes, and universal plates. The Carnegie interests also con- 
sidered building new finishing mills. 

Finally, at the close of 1900, the Came^e mterests announced tiiat 
th^ would erect an immense tube plant on the shores of Lake Erie. 
Mr. Carnegie stated that this move was largely the result of the plans 
of the National Tube Company to provide its own supplies of crude 
steel. 

As already shown, the economic forces at work in the industry 
at that time, particularly the general tendency toward integration, 
clearly foreshadowed a period of competition and duplication of 
capacity. Under these circumstances this aggressive move of the 
Carnegie interests precipitated a crisis. Conditions in the steel 
industry were unsettled. Both the daily press and trade journals 
were actively discussing the coming "battle of the giants." 

Intebbsts op FiNANOiEBa. — This critical trade situation was in- 
tensified because of the importance which the securities of several of 
these steel concerns had assumed on the stock market. A period of 
violent competition in the steel industry would inevitably have 
been followed by a great decline in the value of these securities. This 
would have been very embarrassing to the financial groups which 
were behind these consohdations. A more important matter was 
that the financial backers of some of these steel concerns had exten- 
sive commitments in other directions, which might be jeopao'dized 
by such an acute struggle in the steel industry. From the stand- 
point of these financiers, therefore, the situation presented at once 
a great danger and a great opportunity. 

From a financial point of view there were four important groups, 
which were more or less distinct, namely, "Moi^an," "Moore," 
"Cam^e," and "Kockefeller." 

The Moi^an group, which included the Federal Steel, National 
Tube, and American Bridge companies, enjoyed of course the advan- 
tage of a strong financial support, but these financial interests were 
extensively committed in other lines of business, especially in rail- 
road financiering. It may be noted that there were reports at l^s 
time that the Carnegie interests were contemplating the construction 
of a railroad from Pittsbui^ to the Atlantic seaboard. This threat, 
if made good, would have created an extremely disturbing factor in 
the trunk-line situation. 
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The Moore concerns, already described, were the most heavily over- 
capitalized and suffered from a distlDctly speculative backing. 

The Carnegie interests were apparently in the best position of any 
of these groups to meet a price war. They had abundant capital and 
credit, and their securities did not figure on the stock market, while 
their organization and management were unequaled. 

The Rockefeller interests were entirely concerned with the pro- 
duction and transportation of iron ore. Their financial resources 
were of course abundant for any emergency. Their stocks did not 
figure to any considerable d^ee on the exdianges. 

The American Steel and Wire Company apparently was not closely 
affiliated with any of the foregoing groups. 

It is evident, therefore, that, both from the point of view of the 
iron and steel industry and that of the stock market, there was a 
great inducement to avert the threatened outbreak of violent com- 
petition between these rival interests. A steel war might have meant 
the sudden end of the extraordinary period of speculative activity 
and profit. On the other hand, an averting of this war, and the 
coalition of the various great consolidations, if successfully financed, 
would be a tremendous "bull" ai^ument. It would afford its pro- 
moters an opportunity for enormous stock-market profits through the 
sale of its securities. The advantages to these interests also, through 
the concentration of profits in different stages of the industry under a 
single control, were considerable, and there was undoubtedly some 
advantage to be gained through the further integration which such 
a consoUdation would render possible. 

It was clear to everyone that no consolidation of this sort could be 
made successful unless it included the Came^e Company, which was 
the most powerful factor in the situation, which had long been noted 
for its aggressive tactics, and which, as above shown, had precipitated 
this crisis. Moreover, ttere can be little doubt that many interests 
in the steel industry regarded Mr. Carnegie's personal influence as a 
menace to themselves and their businesses, and desired to secure his 
retirement from the trade. The primary solution of the situation, 
therefore, from the standpoint of these interests, was to buy out Mr. 
Carnegie. It was realized that this would be an extremely expensive 
trMisaction, which would require the cooperation of the leading inter- 
ests. The purchase of that concern obviously could not be financed 
with cash. Arrangements were, however, effected with Mr. Carnegie 
for taking over his large holdings in his company in exchange for 
bonds of the new consolidation. 

The threatened "steel war" was thus averted after only a few 
weeks of negotiation, as a result of which the United States Steel 
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Corporation was formed, and acquired, on April 1, 1901, or shortly 
thereafter, the following concerns: 



Acquired subsequently in 1901: 

American Bridge Company. 

Lake Superior Consolidated 
Iron Aunes. 

Bessemer Steamship Com- 
pany. 

Shelby Steel Tube Company. 



Acquired April 1, 1901: 

Cam^e Company (of New 
Jersey). 

Federal Steel Company, 

American Steel and Wire 
Company. 

National Tube Company. 

National Steel Company. 

American Tin Plate Com- 
pany. 

American Steel Hoop Com- 
pany. 

American Sheet Steel Com- 
pany. 

Further important acquisitions were made later, as noted hereafter. 

By this merger substantially two-thirds of the steel-ingot produc- 
tion, and a proportion of the principal roUed-steel products of the 
country, varying from one-half to four-fifths, or more, was trans- 
ferred to the control of a single concern. The Steel Corporation's 
share of the total pig-iron production was only about 43 per cent. 
However, of the output of steel-making pig iron of the country, the 
Corporation's share was not leas than 58 per cent. 

The position taken by the Steel Corporation is that this great aggre- 
gation of property was in the main an assembling and coordination of 
different branches in the industry, the primary object of which was to 
secure greater efficiency and integration, and, of course, saving of the 
payment of profits to others. Their contention is that most of the con- 
stituent concerns of the Corporation were not in actual competition 
with one another, and they are disposed to minimize the restriction of 
competition brought about as a result of this,great merger. 

It is true that certain of the constituent consoHdations, as, for 
instance, the American Steel and Wire Company and the National 
Tube Company, were not competing with one another at this partic- 
ular period. Howeter, there was active competition between the 
three principal crude-steel concerns — the Carnegie Company, the 
Federal Steel Company, and the National Steel Company — while 
these concerns, to some extent at least, were in competition with 
some of the lai^e consohdations making the lighter finished products. 
Moreover, the tact should not be lost sight of that nearly all of the 
latter class of consohdations were originally created with the inten- 
tion of restricting competition. A more important matter is that 
a period of violent competition among all of these concerns was 
imminent at this juncture, and that the United -States Steel Cor- 
poration was organized for the specific purpose of preventing the 
new competition thus threatened as well as eliminating that already 
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existing among these concerns. The opportunity for reaping a huge 
promoter's profit out of this situation undoubtedly was an important 
consideration in bringing about the mei^er. Nevertheless the primary 
object wag the restriction or prevention of competition. 

Several of the largest, iron and steel concerns which were not ab- 
sorbed by the Steel Corporation were at that time engaged in the 
manufacture of special products which did not bring them into shM-p 
■ conflict with the Corporation, or con&aed their activities to a more 
limited field than that of the Corporation. The failure of the Corpo- 
ration to include some of these concerns waa, therefore, less signifi- 
cant than might at first sight appear. However, aevCTal of the con- 
cerns remaining outside, notably the Jones & Laughlin interests, the 
Lackawanna Iron and Steel Company, the Eepublic Iron and Steel 
Company, the Pennsylvania Steel Company, and the Cambria Steel 
Company, were important rivals of the Corporation. The Colorado 
Fuel and Iron Company in the West, on account of its geographical 
location, was not a serious competitoj. Nevertheless, negotiations 
were entered into shortly after the oi^anization of the Steel Corpora- 
tion for the acquisition of that concern, but were not consummated. 
The Tennessee Coal, Iron and Railroad Company in the South was at 
this time chiefly concerned with the production of foundry pig iron. 
As noted below, this concern was acquired by the Steel Corporation 
in 1907. 

nBSCBipnoN OP the ONrrED states steel corpohation in 1901. 

Some idea of the magnitude of the Steel Corporation, as well as 
of its character as a consolidation of combinations, is brought out by 
Table 3, facing page 107, which gives its principal constituent com- 
panies in 1901, with the subsidiaries of these at that date, or the 
principal properties, where the ownership was in fee instead of by 
stock. 

At its organization the Corporation acquired steel works with an 
annual capacity of over 9,400,000 tons of crude steel and more than 
7,700,000 tons of finished rolled steel products; several railroads, 
with over 1,000 miles of main track and a large mileage of second 
track and sidings; a fleet of 112 Lake ore vessels; iron-ore reserves in 
the Lake region estimated at about 500,000,000 to 700,000,000 tons 
(see p. 28); mem than 50,000 acres of coking-coal lands with a great 
acreage of other grades of coal, not to mention numerous miscellaneous 
properties. 

Subsequent ACQUismoNs and ADDmoHs. — Since its oi^aniza^ 
tion the Steel Corporation haa very greatly increased the capacity 
of its plants and the scope of its operations. The bulk of this increase 
has been due to the construction of new plants, or the enlargement of 
old ones, the acquisition of additional ore and coal properties, and 
similar extensions, such additions being pud for largely from earnings. 
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The Corporation, howeTer, has made three important acquisitions 
of competing concerns since 1901. The first of these was the pur- 
chase in December, 1902, of the Union Steel Company, which had just 
absorbed the Sharon Steel Company. This concern was located in 
the Pittsburg district and was an ^greesjve competitor in several 
branches of production in which the Steel Corporation was actively- 
engaged. It also had a valuable ore property. The company was 
backed by very influential interests, including H, C. Frick, and it was 
desired by the Steel Corporation for these reasons even more than for 
its properties. 

In May, 1904, the Corporation purchased the Clairton Steel Com- 
pany, a somewhat smaller concern. It was in the hands of receivers 
at tiie tune of its acquisition. 

The third and most important of these acquisitions was the Ten- 
nessee Coal, Iron and Railroad Company, in 1907. By the purchase 
of this company the Steel Corporation secured the leading factor in 
the southern iron and steel industry (the Tennessee concern having 
by this time erected steel works of considerable capacity), and, what 
was of more consequence, the extensive ore and coal reserves of that 
company. The purchase of this concern, which was made in the 
height of the panic of 1907, had been preceded by unsuccessful 
attempts on the part of other interests to use it as a basb of a rival 
consolidation which would also include the Sloss-ShefEeld Steel and 
Iron Company and the Republic Iron and Steel Company. 

CAPITALIZATION' ANS INVEBTUBNT OF THE UmTBD STATES 
STEEL COBFOBATION IN 1601. 

The relation of the assets and actual investment of this groat com- 
bination to the securities issued is of high pubhc importance in esti- 
mating both the status of the Corporation itself, the reasonableness of 
its profits, and its other effects on the interests of the public. 

The Corporation in 1901, after its organization had been fairly com- 
pleted (and including the acquisition of the Shelby Steel Tube Com- 
pany, which did not occur until August), had a total outstanding 
capitalization, including underlying bonds, sundry mortgages, and 
purchase-money obligations (but excluding $535,407 unacquired stock 
of subsidiaries), as follows: 

Preferred stock $510,205,743 

Oommon Block 508,227,394 

Steel CoijMjration bonds 303,450,000 

Undetlying bonds 59, 091, 657 

Porchaae-money obligationB and real-estate mortgages 21,872,023 

Total 1,402,846,817 
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For the purposes of the Bureau's myestig&tion it was essential to 
make an analysis of the actual value of the physical properties of 
the Corporation in 1901, upon which this huge capitalization was 
based. The Biireau has made such an analysis by three different 
methods : 

First, iy organisaiion history — that is, from historical study of 
the organization and investment of the constituent concerns at the 
time of their formation. 

Second, by market value of securities — that is, hy computation of 
the pubUc estimate of the value of the properties of those constituent 
concerns as reflected in the market prices of their securities. 

Third, iy deparimenis of business — that is, by a detailed estimate 
of the physical properties of the company by departments of ita 
business, computed from all available data and with an especially 
elaborate calculation of the value of the ore property. 

The valuation arrived at by the Bureau by the first method, which 
is chiefly for tangible assets, is approximately $676,000,000; the 
valuation arrived at by the second method, which includes intangi- 
ble considerations, is approximately $793,000,000; the valuation 
arrived at by the Bureau by the third and more precise method, this 
being for tangible assets only, is approximately $682,000,000. 

None of these valuations includes any value imparted to these 
properties by the very act of mei^ing them into the Steel Corpora- 
tion and treating them as a unified going concern. Obviously such 
a value must be largely due to the element of concentration of con- 
trol and consequent elimination of competition, which value should 
not be included in the present discussion. (See p. 50.) 

It may be noted at this point that the United States Steel Corpora- 
tion is a holding company, practically its entire property consisting of 
the securities of a number of subsidiary concerns, some of which, 
moreover, in turn own stocks in underlying concerns. For the sake 
of brevity and clearness in this report, however, it will be coDvenient 
to refer to the physical properties thus controlled aa thon^ they 
were directly owned by the Corporation itself. For all practical 
purposes such is indeed the fact. 

ESTIBfATED VALUE OP COEPOEATIOK's PROPBBTT, BASSn ON 8TUDT OP 
OBQANIZATION OP CONSTnUBNT CONCERNS. 

The Bureau's estimate of the value of the Steel Corporation's 
property, arrived at by a study of the organization of the constituent 
concerns — approximately 8676,000,000 — includes the entire physical 
property and not merely the equity over and above bonded 
indebtedness (which Indebtedness, for these constituent concerns, is 
aesumed to represent an equivalent investment in property). It 
includes only a neghgible allowance for intangible considerations. 
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In the main the valuations arrived at are based upon the method 
by which these constituent companies were organized. A very 
common basis of organization was to determine upon cash prices 
for the plants acquired and then to give the vendors (the owners of 
the plaats) the option of taking the price in cash or of taking 
preferred stock up to the full amount of the cash option figure, with 
alai^ bonus in common stock. New cash capital frequently was 
raised on the same terms. The result of this method of oiganization 
was that the preferred stock of the consolidated concern at its 
original organization represented practically the entire value of the 
property acquired — certaudy the entire value of the physical assets. 

This was the method followed in the four "Moore" companies, 
viz. National Steel Company, American Tin Plate Company, Ameri- 
can Sheet Steel Company, and American Steel Hoop Company. 

In the case of at least three of these companies a considerable block 
of the common stock was issued to the promoters as a ** commission" 
for their services; in the case of the American Sheet Steel Company 
apparently some preferred stock was also issued for this purpose. 

In the oi^anization of the American Steel and Wu-e Company the 
preferred stock likewise covered the entire value of the physical prop- 
eri^y acquired at the time of oi^anization, aU of the common stock 
being issued either as a bonus or for underwriting services. The 
same method, substantially, was followed in the oi^anization of the 
National Tube and American Bridge companies. 

The common stock of the Federal Steel Company, however, appears 
to have h%d some property value back of it. Taking its principal 
subadiary concerns, the Illinois Steel Company and the Minnesota 
Iron Company, at their book values — roughly $19,250,000 and 
$22,950,000, respectively— and allowing $4,000,000 to cover its 
Lorun and Jotmson companies (this beii^ approximately the price 
paid, reduced to a cash basis), and $4,200,000 for the $6,000,000 stock 
of the Elgin, Joliet and Eastern Railway, the total indicated prop- 
erty value (over and above underlying indebtedness), including the 
net amount of new cash capital provided, was, roughly, $62,100,000 
against which the Federal company issued, approximately, $99,700,000 
of stock. The Bureau has allowed as an outside figure a total of 
$63,000,000. The method of arriving at this valuation is carefully 
explained in the text of the report. While made independently, it 
very closely agrees with the average stock market valuation of 
Federal Steel stocks during the period from September, 1898, to 
December 31, 1900. 

The valuation of the Carnegie Company's property is more difficult 
because the organization of this concern was arranged privately by the 
former owners, and because its securities were never actively dealt in. 
The book value of the property of the old Carnegie Steel Company 
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(Ltd.) (which had approximately a 29i per cent iaterest in the H. C. 
Frick Coke Company) on March 1, 1900, or just before these two con- 
cerns were transferred to the Carnegie Company of New Jersey, was, 
roughly, $81,500,000. This book Talue, while correct for some of the 
properties of the company, undoubtedly understated the value of 
others, particularly the item of "inTestmente." Using such data as 
were available, the Bureau has arrived at the conclusion that the 
tangible property of the Carnegie concern in March, 1900, was not 
in excess of the $160,000,000 bond issue (the company also issued 
$160,000,000 of stock). A su^estive fact is that in organizing the 
New Jersey company $126,000,000 of bonds, and a like amount of 
stock, were allotted for the various Carnegie steel properties, and 
$35,000,000 of bonds and an equal amount of the stock for the H. C. 
Frick Coke Company. This clearly is analogous to a similar distri- 
bution of preferred and common stock in the case of sever^ of the 
other constituent concerns of the Steel Corporation. Theee terms, 
in connection with other evidence presented in the body of the report, 
indicate that the Carnegie interests issued bonds up to substantially 
the full amount of tangible property, leaving the stock to cover 
intangible considerations. 

The Lake Superior Consolidated Iron Mines has been entered in 
the Bureau's estimate at a value equal to the par of its outstanding 
stock, approximately $29,400,000. This appears to be sufficiently 
Uberal.. In the middle nineties the stock sold as low as $10 per share 
(par $100) ; in 1899 it sold as low as $40 per share, and the highest 
reported price in 1900 was $75 per share, the sales being very infre- 
quent. While the market price may have been depressed by the 
fact that the company had never paid a dividend and did not pub- 
lish annual reports, these figures apparently do not warrant a valua- 
tion of the property of this concern in excess of the par value of its 
stock,' 

The Shelby Steel Tube Company, acquired in August, 1901, was 
purchased for $1,791,038 preferred and $2,004,550 common stock of 
the United States Steel Corporation. This covered practically the 
entire stock of the Shelby concern. The current market value of the 
Corporation's stock thus issued was approximately $3,000,000, and 
this figure has been taken as representing the value of this company 
at its acquisition rather than the par value of the preferred stock 
($5,000,000), as in several other cases. 

The Bessemer Steamship Company has been entered in the Bureau's 
estimate at $8,500,000, the purchase price, this acquisition being tem- 
porarily financed by the issue of purchase-money obligations to that 
amount. 
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The Steel Corporation also acquired a one-stxtb interest in the 
Pittsburg Steamdiip Company and the Oliver Iron Mining Company 
(the other five-sixtiis interest in these concerns already being owned 
by the Carnegie Company; also, of course, acquired by the Corpora- 
tion). Owing to the difficulty of estimating ore property in small 
parcels, this one-sixth interest in the two concerns has been credited 
in the current estimate with a value equal to the par of the United 
States Steel preferred stock issued therefor — namely, $9,250,000 — 
(an equal amount of common stock was also paid; this has been 
regarded as a bonus). While this allowance is undoubtedly too high, 
the excess over a more accurate valuation is relatively so small as 
not to be important. 

The foregoing valuations, it should be kept in mind, are apphcable 
at the dates of the respective organizations of the companies named, 
except in the case of the last four concerns, where the figures given 
apply to the dates of acquisition by the Sted Corporation. By April, 
1901, the various constituent concerns had increased their property 
investment, through surplus earnings, to the extent of approxi- 
mately $117,700,000. Adding this sum, together with $25,003,000 
new cash capital provided the Steel Corporation, to the valuations 
stated above and including underlying bonds, purchase-money obli- 
gations, and real-estate mortgages (which also cover any additions 
to the property made in this way), brings the indicated total invest- 
ment in the physical property acquired by the Steel Corporation in 
1901 up to approximately $676,000,000, as shown by the table on 
the succeeding page. 
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ESTIMATED VALUES OF TANGIBLE ASSETS OF C0N8TITCENT CONCEENS OF THE 
UNITED STATES STEEL CORPORATION AT THE DATES OF THEIR RESPECTIVE 
ORGANIZATIONS, WITH ADDITIONS TO APRIL 1, IMl. 
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VALUATION OF CONSTITUENT COMPANIES AS INDICATED BT MABKET 
PRICES OF THEia SECUBITIES. 

The valuation of the properties of these constituent concerns 
arrived at hy the second method of analysis is based upon the market 
value of their securities. Using average weekly prices, where avail- 
able, and again adding underlying bonds, purchase-money obliga- 
tions, and real-estate mortgages, at par, as well as $25,003,000 of new 
cash capital provided for the Steel Corporation, the indicated valua- 
tion is approximately $793,000,000, as shown in the table on the 
next page. 
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APPROXIMATE MARKET VALUATION OP 8EC0RITIES ACQUIRED BY DOTTED STATES 
STEEL CORPORATION IN IBM, AB INDICATED BY AVERAGE MARKET PRICES, 
18M-1»00. 
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The average prices given cover the periods from the respective 
dates of organization to December 31, 1900, The market quotations 
from January 1, 1901, to March 31, 1901, were so lai^ely influenced 
by the prospective oi^anization of the Steel Corporation that they 
have been properly excluded in computing the forgoing averages; 
their inclusion, however, would have added only aboiit $6,000,000 to 
the grand total reached. 

It should he noted that the stocks of several of these concerns were 
inactive, particularly those of the Carnegie Company and the Lake 
Superior Consolidated Iron Mines. The former stock has been taken 
at its par value, since the few recorded sales of the stock (hut 13 shares 
in all) were at that figure. The Lake Superior ConsoUdated stock has 
been taken at $7S per share — the highest reported figure for a number 
of years prior to 1901 — since, on account of the inactivity of this stock, 
an average of the prices in 1899 and 1900 might be imfair. (In the 
preceding estimate the stock was reckoned at par.) 

The Carnegie bonds have been entered at tiieir market quotation. 
Although the premium on these securities might fairly be ignored in 
a calculation of this sort, it was deemed better to allow it. 

When it is taken into consideration that these market prices include, 
of course, an allowance for earning power and other intangible con- 
siderations, this total of $793,000,000 indicates that the preceding 
valuation of $676,000,000 for the tangible property alone is suffi- 
ciently liberal. 

ESTIMATED VALUATION OF PROPEBTY OF STEEL CORPORATION IN 1901 
BY DEPARTMENTS OF ITS BUSINESS. 

Both of the foregoing estimates are necessarily somewhat general. 
The estimate of the Bureau, based on the third method stated — 
that is, by departments of the Corporation's business — was prepared 
on a more detailed basis. 

Before proceeding to discuss this estimate, it should be noted that 
the Steel Corporation itself, in July, 1902, in Htigation then pending, 
submitted an estimate of the value of its assets, by principal depart- 
ments, as follows: 
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This estimate of the Steel Corporation was submitted for the pur- 
pose of defendii^ its huge capitalization, which was then directly 
challenged as one of the vital issues in the suit. As the I^al right of 
the Corporation to carry out a proposed conversion of a portion of 
its preferred stock into bonds was dependent upon the amount of its 
assets there was a great inducement before the Corporation to over- 
state the value of its property in order to justify its capitahzation. 
As shown later some of the Corporation's figures greatly exaggerated 
the true values. 

The Bureau for the purposes of this third method of analysis has 
used the classification of property employed by the Corporation, 
shown in the preceding table. The basis of the Bureau's estimates 
by the different classes may now be briefly explained. For conven- 
ience in discussion the value of the ore property will be taken up last. 

MANUFACTUBING PROPERTIES. 

For most of the subsidiary companies of the Steel Corporation the 
Bureau's valuations of the manufacturing plants were arrived at by 
deducting from the par value of the preferred stock issued at their 
respective organizations the amounts of working capital provided. 
The preferred stock, aa already shown, in most cases represented the 
total assets acquired, which m several instances consisted exclusively 
of plants and working capital. Therefore the values of the plants 
could be arrived at by deducting the working capital from the amount 
of preferred stock. As the properties were acquired as going con- 
cerns, the preferred-stock issues probably included in some cases an 
allowance for intangible considerations, and this method may there- 
fore somewhat overstate the value of the plants. This method was 
used in the case of the American Steel and Wire Company, the 
National Steel Company, the American Tin Plate Company, the 
American Steel Hoop Company, the National Tube Company, and 
the American Bridge Company. In the case of the National Steel 
Company, an addition of $2,561,000 was made on account of bonded 
indebtedness, which was considered as representing an eqxiivalent 
investment in manufacturing properties. (Additional bonds were 
subsequently issued by this company, but almost entirely for other 
kinds of property.) A few of the other concerns had small amounts 
of indebtedness, bringing the total addition on this account up to 
J3,000,000. In the case of the American Sheet Steel Company, owing 
to evidence that even the preferred stock was heavily "watered," 
the value of the manufacturing plants was fixed at $12,000,000, 
although the preferred-stock issue was, roughly, $24,500,000. An 
addition of $1,000,000 was made to cover certain detached real 
estate. This company had $2,000,000 of bonded debt, but this has 
been considered as representing its natural-^as property. (See p. 26.) 
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The value giTen the plant8 of the Carnegie Company was the book 
value, as shown in the balance sheet of March 1, 1900. In the case 
of the Federal Steel Company, likewise, the value for its Illinois Steel 
Company plants was the book value at the time of their acquisition, 
while the value taken for ita Lorain and Johnson companies' plants 
was practically the cash equivalent paid. The bond issues of these 
concerns, therefore, do not have to be considered. 

The Shelby Steel Tube Company plants have been valued at 
$3,000,000. 

The other constituent companies mentioned in the list on page 19 
did not have any manufacturing plants. 

The valuations thus arrived at are summarized in the following 
table: 

BUREAU'S ESTIMATE OF INVESTMENT OF CONaTITDENT COMPANIES OF UNITED 
STATES STEEL CORFOHATION IN MANUFACTURING PLANTS (INCLUDING BLAST 
FURNACES) AND REAL ESTATE AT THE DATES OF THEIR RESPECTIVE 
ORGANIZATIONS. 
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This total of $196,654,000, it should be emphasized, is the mdi- 
cated value of the manufacturing plants and accompanying real 
estate at the respective dates of organization of tbese constituent 
concerns (except in the cases of the American Bridge and Shelby 
Steel Tube companies), and not the value at the time of transfer to 
the Steel Corporation. As shown above, the ^^^ate surplus earn- 
ings of all the subsidiaries from tbe dates of their respective organiza- 
tions to April 1, 1901, were approximately $117,700,000. A part of 
this was invested in manufacturing properties, and a portion of the 
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original working capital of these concerns was also used for tltis same 
purpose. Ju8t how much was invested in manufacturing plants is 
not definitely known. Large sums were invested in ore, coal, and 
transportation, properties. On the other hand, there had very likely 
been some depreciation of these properties. From various data 
obtained the Bureau has concluded tliat an allowance of $250,000,000 
would be sufficient to cover the total investment in these manu- 
facturing properties on April 1, 1901. (Only a small addition had to 
be made on account of additional securities issued, because these 
were ahnost exclusively for other classes of property.) 

That this allowance of $250,000,000 is sufficiently Uberal is indi- 
cated by data furnished by the Steel Corporation. At the close of 
Decemb^jr, 1907, the Steel Corporation made an appraisal of its assets 
(see p. 44), in which the manufacturing properties (other than 
the Gary plant and those of the Tennessee Coal, Iron and Eailroad 
Company) were valued at $367,600,000. This figure, according to 
the Corporation, represented the construction cost less accrued de- 
preciation (see p. 41), except for real estate, which was taken at 
the current value. During the period from April 1, 1901, to Decem- 
ber 31, 1907, there had been invested in net capital additions to these 
manufacturing properties (again excluding the Gary and Tennessee 
plants) approximately $114,500,000, Deducting this from the fore- 
going figure, gives an injiicated investment in these manufacturing 
properties in April, 1901, of $263,000,000. This amount was over 
and above an expenditure of approximately $180,000,000 for ordinary 
maintenance and repairs which, in some cases, apparently included 
an allowance for depreciation although not so designated. 

The Corporation's valuation of $367,600,000 at the end of 1907, 
however (and consequently the resulting figure of $253,000,000 for 
1901), includes real estate at values in excess of those prevailing in 
1901. Allowing for this fact, this 1907 appraisal of the Corporation 
does not indicate a valuation for the Corporation's plants in April, 
1901, in excess of $250,000,000, 

TRANSPORTATION PROPERTIES. 

Raii-ROAD properties. — ^The Bureau has placed the value of the 
railroad property of the Corporation at $70,000,000. This was almost 
exactly the book value — that is, the sum of the capital stock, boiida, 
and surplus. As shown in the detailed discussion in the body of the 
report, there can be little doubt that the Bureau's valuation is suffi- 
ciently liberal. This figure does not include an interest of, roughly, 
48 per cent in the Pittsbm^, Bessemer and Lake Erie Railroad 
Company not owned by the Corporation. 

Steamship fboperties.— The steamship property of the Corpora- 
tion in 1901 has been valued by the Bureau at $20,000,000. .This 
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f^rees almost exactly either with the cash prices paid by the Corpora- 
tion, or with the net investment shown on the books of the constituent 
companies, either of which can not be regarded as understating the 
value. It is equivalent to an average of, roughly, $40 per ton of carry- 
ing capacity, including both barges and steamers. At the close of 
1900 ore steamers of the most improved tj^je could be constructed at 
am averse cost of from $45 to $50 pOT ton of cargo capacity. The 
cost of baizes was somewhat less. Since many of the v^sels were 
more or less depreciated and somewhat obsolete in type, an average 
valuation of $40 per ton must be regarded as hberal. It is possibly 
excessive, but as any reduction which could reasonably be made would 
be comparatively small, it has been allowed. 

Dock properties.— The only important dock property acquired 
by the Steel Corporation (other than certain docks included with rail- 
roads or manufacturing plants and embraced in the foregoing valua- 
tions for these) was that of the Pittsburg and Conneaut Dock Com- 
pany, the book investment in which on April 1, 1901, was $1,236,376. 
An allowance of $1,500,000 for all miscellaneous dock property is 
undoubtedly sufficient. 

On the foregoing basis, it will be seen, the total valuation for the 
transportation properties as a group is $91,500,000, It should be 
noted that this figure represents the entire value of these properties 
(except in the case of the Pittsbui^, Bessemer and Lake Erie Rail- 
road, as above noted), and not merely the equity value over and 
above bonded indebtedness. 

COAL AMn COKE PKOPEHTT. 

The Steel Corporation's estimate of $100,000,000 for this property 
was undoubtedly excessive in some respects, particularly in the 
values assigned to coking-coal lands, a large portion of , which was 
rated at $1,500 per acre. The Bureau has allowed $1,200 per acre 
for such coal, a figure which, in view of the facts set forth in the body 
of the report, must be regarded as entirely ample. This meant a re- 
duction of $13,000,000; the steam coal estimate was reduced by 
$3,000,000. The Corporation's estimate, moreover, included addi- 
tions made to the property since April 1, 1901, amounting to, roughly, 
$2,000,000. It also included an entry of $2,500,000 for certain prop- 
erty not acquired until the end of 1901. Allowing for these con- 
Biderations, the Bureau has fixed upon $80,000,000 as an approxi- 
mate but liberal valuation of this coke property in April, 1901. 

NATDEAL-GAS AND LIMESTONE PROPEHTIBS. 

The Corporation, it will be seen, placed the value of the natural- 
gas property in 1901 at $20,000,000. Owing to the great difficulty 
of arriving at a conclusive estimate of the value of that property as 
4525°— II 4 .. . -^. .. .Ac 
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it existed in 1901, the Bureau has allowed this valuation to stand. 
It may be pointed out, however, that this figure ia about double 
the valuation of the Steel Corporation in 1907 for its natural-gas 
property at that date. The Corporation's natural-gas property was 
acquired chiefly through the Carnegie and Afaierican Sheet Steel 
companies. 

The Corporation's allowance of $4,000,000 for the limestone prop- 
erty is undoubtedly ezcessive, but the amount is comparatively 
small and in the absence of satisfactory data the Bureau did not 
attempt to revise it. 

WORKING ASSETS. 

The working assets of $136,500,000 were arrived at from a con- 
sohdated balance sheet furnished by the Corporation. Purchase- 
money obligations and sundry real-estate mortgages were treated as 
bonded indebtedness. (See note 3 to the table on p. 36.) This total 
includes $25,003,000 cash capital provided for the Corporation at its 
oi^anization. 

SUMMARY FOR PROPERTY OTHER THAN ORE, 

The Bureau's estimates of the tangible property of the Corporation, 
other than ore, in 1901, are therefore as follows: 

ManufactTiring, including blaat fumacea $250, 000, 000 

Transportation '. 91, 500, 000 

Coal and coke 80, 000, 000 

Natural gas 20, 000, 000 

LimeBtone 4, 000, 000 

Working assets 136, 500, 000 

Total 582, 000, 000 

The total value assigned th^e classes of property in the Corpora- 
tion's estimate of 1902 (see table on p. 21), it will be observed, was 
roughly $700,000,000, or, after including the bonded indebtedness 
of transportation properties and purchase-money obligations and 
mortgages, to make the two estimates fairly comparable, approxi- 
mately $757,000,000, The Corporation's estimate, of course, included 
additions to property made from April 1, 1901, to July, 1902. Never- 
theless the Corporation's estimate of its manufacturing properties was 
undoubtedly excessive. Except in this instance, the Bureau's valu- 
ations for these classes of property are not strikingly diflferent from ■ 
those of the Corporation ia 1902. 

VALUE OF THE ORE FROFERTY OP THE STEEL CORPORATION. 

The ore valuation made by the Corporation, however, presente a 
very different question. The table on page 21 shows that the Cor- 
poration assigned a value of no less than $700,000,000 to its ore prop- 
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erty, or almost one-half of the total claimed for all its assets. It is 
evident, therefore, that conclusions r^arding the value of the ore 
must largely govern opinions as to the relationship between the 
capitalization and the actual property assets of the Steel Corporation 
as a whole. 

The Bureau has estimated the value of this ore property by three 
different methods — first, on the basis of prices paid for ore in fee 
shortly before the Corporation was organized; second, on the basis of 
the price paid by the Steel Corporation itself for a certain portion of 
its ore property; and, third, by a calculation of the "present worth" 
of royalties on teased ore. 

It should be explained that it is a very common practice for operators 
of iron mines to lease ore-bearing tracts on a system of rentals called 
"royalties"; that is, the lessee (or operator) contracts for the right 
to take ore from a given deposit and to pay the owner thereof a stipu- 
lated amoimt for every ton of ore taken out. Usually the lease pro- 
vides that not less than a fixed TniniTmim shall be pud for annually. 

Such a right to mine ore is called a "leasehold." A mine which 
is owned outright by the operator is spoken of as a "fee" mine, and 
the ore in such a mine or in a tract of land so owned is spoken of as 
"fee ore." 

Valuation based on pbices foe fee oee. — In arriving at a 
valuation by thb first method, which the Bureau regards as the least 
conclusive of the three, an effort has been made to detenniue in a 
rough way the prevailing prices for fee ore in 1901. Allowance 
must then be made for the fact that a considerable part of the Cor- 
poration's ore, instead of being owned in fee, was simply held by 
it under lease. The value of such leasehold rights necessarily is leas 
than the value of a corresponding quantity of similar fee ore. 

Fee prices of ore, owing to the great uncertainties which attend all 
mining enterprises, should be used only with great discretion. The 
price originally paid for a mining property may not, of course, repre- 
sent the real market value of that property at a later period after 
development. For this reason prices paid for ore property in the early 
nineties have not been taken into consideration by the Bureau. The 
prices paid by the constituent concerns of the Steel Corporation in the 
late nineties, however, are entitled to some weight, although even 
these must be regarded as simply in the nature of evidence and not 
as conclusive. All available evidence indicates that prices of ore 
bought in fee in the late nineties seldom amounted to more than a few 
cents per ton on the estimated tonnage acquired. 

As one instance it may be noted that the American Steel and Wire 
Company bought the Sauntry mine in 1899 for $700,000. This mine 
was estimated at the time to contain anywhere from 25,000,000 to 
40,000,000 tons of ore. On the lower estimate of tonnage the price 
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was less than 3 cents per ton and on the higher basis less than 3 
cents per ton. A later estimate, based on expert examination, 
placed the tonnage at over 80,000,000 tons, which would indicate a 
price of less than 1 cent per ton. The reported prices paid for several 
other mines transferred in fee in 1899 and 1900 Ukewise averaged 
only a very few cents per ton on the estimated tonnage. 

The following significant statement from a formal brief filed by 
the delegation from St. Louis County in the House of Representatives 
of Minnesota (the great bulk of the developed iron-ore deports of 
Minnesota being in St. Louis County) as late as 1909 may be cited: 

The cheapest sales of fee ore we ever knew were for less than 
1 cent per ton; the highest that we ever knew were for 15 cents 
per ton. There may have been sales at a higher price, bvi we 
have never Tcnown of one, and upon inquiTy can team of Turne.^ 

This emphatic statement, made eight years after the Steel Cor- 
poration was organized, during which period there had been a con- 
siderable advance in the value of ore property, together with much 
additional evidence presented in the body of the report, clearly indi- 
cates that fee ore in the ground in the Lake region in 1901 was on 
the average worth decidedly less than 15 cents per ton. 

An estimate of 700,000,000 tons for the total ore holding of the 
Steel Corporation in 1901 must be regarded as liberal. Indeed the 
Corporation in its estimate of 1 902, above given (see p . 21) , reckoned on 
this tomu^e, its valuation of $700,000,000, being at the rate of $1 per 
ton. It has since been admitted that this estimate made no allowance 
for the fact that a lai^e part of the ore was simply leased and not 
owned in fee. The allowance of $1 per ton for even the fee ore was 
unquestionably extrav^ant. 

Supposing that all the ore had been owned in fee in 1901 (which 
was not the case), and allowing as much as 10 cents per ton as a fair 
average value, the total value of a deposit of 700,000,000 tons would 
have been $70,000,000; at an average of 5 cents per ton only 
$35,000,000. Adding $9,000,000 to cover improvements to this mining 
property in 1901, this being approximately the book investment in 
these improvements (shafts, strippii^, equipment, buildings, etc.) , the 
indicated valuation of the entire property, based upon such fee prices, 
would range from $44,000,000 to $79,000,000. Even allowing as much 
as 15 cents per ton for the ore, which figure, however, is discredited by 
the statement of the T"i"'"g interests above quoted, the total indi- 
cated valuation of the property, including improvements, would be 
only $114,000,000. However, these results are all on the assump- 
tion that all the ore was owned in fee, whereas at least one-half of 
it was simply leased. As stated above, such let^es were worth less 
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per ton than fee ore. If a correction were made for this, the above 
amounts would be substantially reduced. 

Pbice3 paid fob oee propebtt bt the Steel Cobpobation 
rrsEi.r. — ^The most important single block of ore property acquired 
by the Steel Corporation in 1901 was that of the Ijake Superior 
Consolidated Iron Mines. An official statement at the time of 
the purchase placed the holdings of that concern anywhere from 
a minimum of 300,000,000 tons to well above 400,000,000 tons; 
the higher estimate later proved to be conservative. Using the 
lower figure, it will be seen that the holdings of this concern repre- 
sented three-sevenths of the total accepted estimate of 700,000,000 
tons. The quality of the ore properties of this company as a whole 
was certainly equal to the average quality of all the ore properties 
acquired by the Steel Corporation. The proportion of the fee ore 
apparently was higher than for the other ore property of the Cor- 
poration. By determining a valuation for so large a fraction of the 
total, therefore, it is po^ble to arrive at an approximate value of the 
entire holdings of the Corporation. 

The Steel Corporation acquired the Lake Superior Consohdated 
concern on the basis of $135 of its own preferred and $135 of its 
common stock for each |100 of the old stock. The total par value 
of Steel Corporation securities thus issued was roughly $79,400,000. 
The market value, based on the averse prices of Steel Corporation 
stocks for the first year of the company's operationa ($94 for the 
preferred and $44 for theconmion), was approximately $55,000,000. 
While this was substantially the cash price obtained by the owners, 
it undoubtedly far exceeded any price which the purchasers would 
have been willing to pay in actual cash. Indeed, the market prices 
of the securities issued for this concern almost certainly overstate 
the real cash value of the properly. Such prices in securities, even 
when reduced to the basis of actual market value, undoubtedly 
include what is in effect a price paid to get greater control of the ore 
situation. 

In addition to its ore property, the Lake Superior Consohdated Iron 
Mines owned the entire $2,512,000 capital stock and $2,305,000 of the 
bonds of the Puluth, Missabe and ^Northern Railway, This railroad 
was exceptionally valuable. Its average earnings in 1900 and 1901 
were at the rate of over 50 per cent yearly upon the capital stock. Its 
operating expenses in 1900 were less than 45 per cent of the gross 
earnings. (See p. 60.) Moreover, the capital securities of this road 
appear to have been fairly well protected by tangible assets alone. 
Without allowing anything for earning power, therefore, the invest- 
ment value of these railroad securities at par, plus $3,000,000 to 
cover the surplus on April 1, 1901, was, approximately, $7,817,000. 
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Applying the rates of exchange into United States Steel stock — 
$135 for the preferred and $135 for the common for each $100 of the 
Lake Superior Consolidated stock — to this figure, gives a total of, 
rou^Iy, $10,553,000 of each class of stock which may be considered 
as having been issued for this raihoad property. Deducting this 
from the total amounts of Steel Corporation stock issued for the entire 
property of the Lake Superior concern (roughly $39,708,000 of each 
class) there would be left $29, 155,000 of each class for the ore property. 
The market value of this stock at the average prices above given {$94 
for the preferred and $44 for the common) would be $40,234,000. 

Using the minimum estimate of 300,000,000 tons, this price was 
equivalent to 13.4 cents per ton for the ore; using the estimate of 
400,000,000 tons the average would be almost exactly 10 cents per 
ton. These prices, it should be noted, include fee mines, leaseholds, 
and improvements, collectively, and not merely fee ore. The pro- 
portion of fee ore in the Consolidated company's holdings, as just 
stated, was apparently higher than for the other ore property acquired 
by the Steel Corporation taken as a whole. The property, moreover, 
included a large number of improved mines. 

Applying these averages to the accepted estimate of 700,000,000 
tons as the total ore tonnageof the Steel Corporation in 1001, the total 
cost of the acqui^tions of ore property (with improvements), had it 
all been acquired on the same average basis per ton (assuming the 
same proportions for fee and leasehold mines) as this ore of the Lake 
Superior Consohdated Iron Mines, would have ranged from about 
$70,000,000 to $94,000,000, according to the tonnage assumed for the 
Lake Superior Consohdated Iron concern. 

Calculations thus based upon this Consohdated Iron Mines purchase 
must be regarded as liberal and probably excessive. The rates of 
exchange allowed the Consohdated stock are in themselves indicative 
of an excessive payment. These rates figure out an approximate cash 
yield of $186 for each share of the Consolidated Iron Mines stock, 
whereas down to the close of 1899 the highest price for the stock for 
many years appears to have been $60 per share, and the highest price 
down to the close of 1900, $75 per share. It is incredible that there 
could have been any such rapid increase (nearly 250 per cent) in actual 
market value in this short interval. The chief owners of the Lake 
Superior Consohdated stock were Standard Oil capitalists who were 
under no pressure to sell, and who must have recognized the strategic 
position which the ownership of this ore and railroad property gave 
them, and who certainly must have intended to name what they 
considered a high price. The organizers of the Steel Corporation on 
their side were naturally willing to pay an extremely liberal price 
for this extensive property, particularly in view of the important 
degree of monopolistic control over ore transportation which was 
thereby secured. As will be shown in a later part of the report, the 
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profits of these ore railroads have been exceptionally high. Alto- 
gether, therefore, the above totals of from $70,000,000 to 194,000,000, 
or, at any rate, the latter figure, must be regarded as a very liberal 
indication of the value of the entire ore property of the Steel Corpo- 
ration. A special reason for this view, moreover, is that this purchase 
apparently included a relatively larger proportion of fee ore than 
obtained in the case of the remainder of the Corporation's ore. For 
example, the important holdings of the Carnegie interests were almost 
entirely leaseholds. 

Value of Steel Coepohation's fee ore propeett in 1^1 as 
indicated by "present worth" of royalties on leased orb. — 
The third method employed by the Bureau for estimating the value of 
the ore property of the Steel Corporation in 1901 is based upon a com- 
putation of the "present worth" of royalties on leased ore. As already 
stated, a very common method of acquiring iron-ore property is by 
lease, the lessee mining the ore and paying a stipulated sum per ton 
("royalty") as each year's production is mined and shipped. Tbe 
royalty therefore measures, roughly speaking, the cost or worth of the 
ore in the ground for that portion which is immediately mined. 
However, it is obvious that the present worth of the royalties for 
the output of a distant year is less than the value of the royalty for 
the same amount of production in the current year, first, because the 
lessor (i. e., the owner of the ore) does not receive payment therefor 
until a distant year, such payment having a present vaJue determined 
by the principles of discount, and, second, because he is meanwhile 
exposed to various risks attendant on the progress of mining the ore, 
which tends of course to enhance the rate of discount. Therefore the 
owner would be willing to sell his mine at a sum considerably less 
than the aggregate of the royalty payments which he might expect 
to realize if he leased it over a long period of years. Similarlj', the 
lessee, if he were to purchase the mine in fee instead of making a 
lease, would expect to pay very much less than the at^gregate of such 
royalties. The exact price which he would be willing to pay probably 
would not be computed by this method. But it is reasonably certain 
that on the average such cash prices for ore in fee would be less than 
the present worth of the abrogate royalt}' payments, discounted at a 
reasonable rate of interest. A particular reason is that a fee pur- 
chaser must bear the risk of ownership, such as the failure to find 
as much ore as expected, the discovery of more valuable deposits by 
competitive interests, or other contingencies which might adversely 
affect the value of the lease, particularly the possibility that the ore 
might not be extracted aa rapidly as anticipated. A further reason 
is that tiie provisions of iron-mining leases are in many respects lib- 
eral to the lessee, thus making him the more indisposed to purchase 
in fee, unless the price is low. 
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Such calculations of the present worth of royalty payments there- 
fore are of great service aa affording another means for determining 
the value of this ore property of the Corporation. 

In making such a computation of present worth it is necessary to 
determine upon four factors, as follows: 

I. The tonnage of the deposit, 

U. The average rate of royalty. 

m. The rate of discount (or interest). 

ly. The estimated duration of the deposit. 

Tonnage of the deposit. — The tonnage of the deposit controlled by 
the Corporation in 1901 may be accepted, as in the preceding calcu- 
lations, at 700,000,000 tons. 

Bate of royaUy. — The rate of royalty can be taken at 28 cents, as 
this was the actual average for 17,000,000 tons of Lake ore in 1902 
(1901 data not being secured). This represented the great bulk of 
the royalty ore output of the Lake district in that year. It may be 
noted that in addition to the royalties there frequently were "bonus" 
payments; these are considered later. (See p. 34.) 

In recent years there has been a rather decided increase in rates 
of royalty on new leases in the Lake region. (See p. 48.) However, 
this increase, much of which is undoubtedly due to the great concen- 
tration of ore properties in a few hands, should not be taken account 
of in this discussion of values in 1901. 

Rate of discount. — ^As to the rate of interest for figuring discount, 
it is obvious that in a mining enterprise, which always involves a 
large element of risk, the prospective purchaser would be disposed 
to discount the value at a rather high rate. The Bureau, however, 
in order not to underestimate the value of the ore property, has 
based its conclusions in the main upon a discount rata of 6 per cent. 
This may be too low a rate in view of the risks involved, but the 
total difference in the indicated value of a deposit of not over 
700,000,000 tons arrived at by the use of this rate as compared with 
a considerably higher rate is not of great importance in relation to 
the enormous total of the Steel Corporation's capitalization. In 
the body of the report, however, the values are computed at several 
different rates. 

Duration of deposit. — An exhaustion period for an ore body of 
700,000,000 tons can be estimated from the actual production from 
1901 to 1910. The production of the Steel Corporation's mines for 
the entire year 1901 (including the operations of the subsidiary com- 
panies for the period from January 1 to March 31) was, roughly, 
13,000,000 tons, and for the five-year period ended with 1905 it aggre- 
gated about 73,000,000 tons. In the next five years it increased to 
103,000,000 tons, and a further increase would naturally be expected. 
In view, however, of the fact that the production of the first 10 years 
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was only about 176,000,000 tons, or a little over one-fourth of the 
estimated total of 700,000,000 tons, it seems improbable that the 
remaining liiree-fourths will be exhausted within an additional period 
of 20 years; that is, witiiin a 30-year period from the oi^anization of 
the Corporation. Calculations are shown in the body of the report, 
however, based upon periods of 25 years, 30 years, and 35 years. 

For all practical purposes, in dealing with an estimated deposit of 
700,000,000 tons, the rate of production during the exhaustion period 
may be regarded as uniform. A rough calculation by a more scien- 
tific method involving the construction of a probable "curve of 
production" is, however, given in the body of the report. 

It must be remembered that this 700,000,000 tons was simply the 
total ore holdings in 1901, the date now under discussion. This 
figure, of course, does not include very considerable additional hold- 
ings acquired by the Corporation since 1901. 

Indicated vai'ua.tions of fee ore. — Assuming an exhaustion period of 
30 years and taking the royalty at the actual going average of 28 
cents, and discounting this royalty at 6 per cent interest, the indi- 
cated worth of this ore body of 700,000,000 tons in 1901, if hougM 
in fee, is, roughly, 195,300,000. The Bureau has given chief weight 
to these factors. Assuming an exhaustion period of 35 years and 
a uniform rate of production, the indicated value would be about 
$86,000,000. If a higher rate of discount were used, these valuations 
would be reduced. ■ 

It should be noted that rather wide differences in the original fac- 
tors assumed produce only moderate discrepancies in the final results. 
Moreover, the results arrived at by the combination of any credible 
set of factors indicate a valuation only a small fraction of that 
claimed by the Steel Corporation in its estimate of 1902. As shown 
later, the valuations obtained by this method work out in surprising 
agreement with those obtained by the two methods already used. 

The valuation of $95,300,000, it will be seen, is equivalent to almost 
exactly 13.6 cents per ton for fee ore. When it is recalled that a dele- 
gation of mining interests in the Minnesota Legislature as late as 1909 
stated that, so far as they had been able to ascertain, 15 cents was the 
highest price ever paid for ore in fee, it would appear that the average 
valuation here given is high, even as an expression of the going value 
of fee ore. Only a portion of the Steel Corporation's ore was owned 
in fee. Possibly not one-third, or even one-fourth, of the total esti- 
mated tonnage of 700,000,000 tons was thus owned in 1901. In ordOT 
to insure a sufficiently hberal valuation of the ore property, however, 
the Bureau has inade its computations on the assumption that one- 
half of the total amount was owned in fee. At an average valuation 
of 13.6 cents per ton the total indicated value of this portion of the 
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Corporation's ore property would be approximately $47,600,000. 
While this figure is probably high, the Bureau has also allowed for the 
fact that bonus payments might be obtainable in the event of a trans- 
fer of these holdings under lease at an average royalty of 28 cents. 
This addition is stated below. 

Transfer value of leases. — The value of theleases as distinct from that 
of the ore — that is, of the privilege of mining ore at stipulated royal- 
ties — may be considered as measured approximately by the bonus 
payments which such leases would command if transferred. Broadly 
speaking, the bonus is the amount paid for the purchase of a leasehold 
with its improvements. The actual average bonus payments on 23 
leases made during the period 1900-1902, as reported to the Bureau 
by Dwight E. Woodbridge, a mining engineer of Duluth, were almost 
exactly 3 cents per ton. It is possible that this would be a sufficiently 
liberal allowance to apply to the entire 350,000,000 tons of the Steel 
Corporation's ore assumed to have been held under lease. It might, 
however, be argued that the leases of the Steel Corporation under the 
'stipulated royalties, had they been on the market in 1901, would have 
commanded a rather higher average bonus. The Bureau, therefore, 
in order to fix upon a value which can not be challenged on the ground 
of undervaluation has allowed an average of 6 cents per ton, or 
double the average for the 23 mines above referred to. This average 
of 6 cents, applied to the assumed leasehold tonnage of 350,000,000 
tons, gives a total of $31,000,000. 

This covers the bonus value of the leased ore. It should be noted 
here that in using, for this calculation of fee-ore values, the average 
going royalty of 28 cents per ton, nothing has been allowed for the 
possibihty that had all the fee ore of the Corporation been available 
for lease in 1901 it might also have commanded a bonus over that 
rate, which of course was lai^ely governed by royalties on old leases. 
However, the royalties prevailing in 1901 do not appear to have been 
greatly in exc^s of those of earlier years. One reason for this may 
have been that the State of Minnesota was then leasing considerable 
tracts of State ore lands at a uniform royalty of 25 cents per ton. 
Still again, part of the fee ore owned by the Steel Corporation was of 
low grade, so that it is exceedingly doubtful whether it could have 
been leased at more than the current average rate of 28 cents per ton 
used in the preceding calculation. However, the Bureau has also 
made an addition of 6 cents per ton, or $2 1 ,000,000, to the value of the 
fee ore as above computed, this increase being equivalent to the 
average value of bonuses applied to leased ore. It is certain that this 
valuation for the fee ore is excessive. It gives tlie fee ore a value 
of 19.6 cents per ton, whereas the maximum price paid for such ore 
as late as 1909, according to competent authorities, was reported at 
15 oeats per ton. 

r,.p...i...CcX>J^lc 
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Indicated total valuation bt discount method. — The total 
indicated valuation of the entire deposit of 700,000,000 tons by 
this discount or " preaent-worth " method therefore amounts to 
$89,600,000, as follows: 

1. $47,600,000, for the value of the fee ore based upon the average 
going royalty in 1901, without any allowance for bonus. 

2. $21,000,000, to cover the possible bonus value of such fee ore 
over and above the preceding valuation, had it been available for 
lease in that year. 

3. $21,000,000, for the transfer or bonus value of the leaseholds 
themselves. 

It 1$ probable that this valuation of $89,600,000 is sufficiently 
liberal. While no specific amount has been allotted in this estimate 
for improvements to mining property, the bonus additions, a^regat- 
ing for the fee and leased ore together no less than $42,000,000, 
undoubtedly include a very substantial amount for such improve- 
ments. The actual book value of the improvements to the Steel 
Corporation's mining property in 1901, it will be recalled, was about 
$9,000,000. To add this sum to the preceding total of $89,600,000, 
would undoubtedly result in dupHcation. However, it is possible 
that the bonus calculations may not be sufficient to cover all of the 
improvements to mining property. The Bureau has allowed for ihis 
in its final estimate. 

SuMMABT OF ORE VALUATIONS, — Comparing the Bureau's estimates 
of this ore property by the several methods described, it will be 
seen, first, that the current prices of fee ore indicate that the fee 
properties and leaseholds of the United States Steel Corporation were 
worth much less than $90,000,000; second, that the terms of the pur- 
chase of the Lake Superior ConsoUdated Iron Mines indicate a total 
value for all the ore property of the United States Steel Corporation 
in 1901 of not over $70,000,000 to $94,000,000; and, third, that the 
valuation based on present worth of royalties and bonus values of 
leases indicates that the same property was worth about $90,000,000. 

Altogether there can be no doubt that an estimate of from 
190,000,000 to $95,000,000 as the value of this ore property would 
be sufficiently high. Taking all the facts into consideration, how- 
ever, the Bureau concluded to allow a round value of $100,000,000 
forthe ore property in 1901. 

It is worth calling passing attention to the fact that in the year 
1902 the total valuations, as assessed for taxation, of all iron-mining 
properties in the States of Minnesota and Michigan, of which at that 
time the United States Steel Corporation probably owned not much 
over one-half, was only- about $,'54,000,000. Practically all the Cor- 
poration's ore holdings were then in these two States. In other 
words, the Corporation's ore property, which, for taxation, was 
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probably assessed at considerably less than $40,000,000, was, for the 
purpose of justifying its' capitalization, valued at $700,000,000. Of 
course, it is not intended to say that the tax valuations represented 
the full value of the property. 

SUMMAET OF BIJEBAU'S VALUATIONS BY DBPABTMBNTS OP THE 



The valuations for the different classes of the property of the 
Corporation in 1901, arrived at by the Bureau by this third method, 
are in the following table summarized and compared with those of 
the Corporation in 1902, as already given on page 21, 

VALUE or TANGIBLE ASSETS ACQUIRED BY STEEL COEPORATION IN 1601, AS COM- 
PUTED BY BUEEAD, COMPARED WITH ESTIMATE OF CORPORATION BUBMITTED 
IN THE HODOE SUIT IN JULY, 1M2. 



Cto<rf property. 


BuHHO'aea- 


glble values In 
1902. 


DUTcrence.' 


roDertv 


»iai,ooo,ooo 
aso, 000,000 

91,600,000 
80,000,000 
30,000,000 
4,000,000 
138,900,000 


1700,000,000 
343,000,000 
■120,340,000 
100,000,000 
20,000,000 
4,000,000 
'164,660,000 


1600 000 000 
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Total 


082,000,000 


1,467,000,000 


m, 000,000 





1 A part of the dlSerenoea between the two estimates ia aocouuled Coi through additions made to property 
durlDgthelntCTval[romAprlll,1901,lo July 1,1902, auoh additions, of couraepbehig Included in the Coii 
paiBtioD's flguies. 

1 This Dgaie Includes 140,340,000 of ludebtedness nblch nas not Uicluded hi the estimate ot the Cocpo- 
rsHon, this addlttou beh^ mode In aids to raider the (atlmUes oomparable. 

' In arriving at this flgnre purchase-money obUgathias and real-estate mortgages ol (ie,36e,ora, which 
were deducted by the Corparatlon (see table on p. 21), were restored by the Bureau to make the 
unouats comparable. 

The total valuation of $682,000,000, it will be seen, is less than one- 
half the value claimed by the Corporation in 1902. Nevertheless, 
in every cas,e the valuations of the Bureau are believed to be liberal. 
As already noted, the estimates of the Corporation include additions 
to the property up to July I, 1902. Such additions, however, would 
explain only an insignificant part of the discrepancy, and, in the case 
of the ore, are entirely negligible. 

It may be repeated that the Bureau's figures do not allow for any 
additional value which may have been imparted to these properties 
by the mere act of consohdation. A large part of any such addition 
is properly excluded from consideration, as it must have been due in 
a measure to concentration of ownership and control or the restric- 
tion of competition. While the merger of such properties, partieu- 
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larly on account of greater integration, might have imparted a con- 
siderable value to them as going concerns over and above the aggregate 
of the valuations prior to consoUdation, it is impossible to separate any 
such increase in value, due to coordination and integration, from the 
increase due to the eEmination of competition, and therefore no 
quantitative statement of such additional value has been attempted 
l>y the Bureau. 

COMPARISON OF VALUATIONS OF STEEL CORPORATION'S PROPERTY IN 
1901 WITH ITS CAPITALIZATION. 

The Bureau's valuations of the Steel Corporation's property in 
1901, arrived at by these different methods, may now be compared 
with its outstanding capitalization at that time. This is done in the 
foUowing table: 



Total oapltalliaeoa In AprO, 19Ca, Including underiylng bonds and pui^ 
cbaaa-mone; obltgalloiia 1(1, 402, SM, SIT 

Investment In tangible propsrt; alone, Indicated bf Uatorical BoBlyali. . 678,000,000 

Value of all piopert;, tangible and Intangibie, na Indicated b7 market 
prices of securities of constituent concerns 793, 000, 000 

Value of tangible propert7 as estimated by departments of tbe business. ■ 6S2,000,000 



: oonoema tor whloh no ootrespondlng deduDtlon 

It will be seen at once that the securities issued by the Steel Cor- 
poration very greatly exceeded the indicated value of the property 
acquired, aa established by any one of the three methods of valuation. 
The valuation of the tangible property arrived at by historical study, 
as well as that by departments of the business, shows an excess of 
capitalization greater than the indicated value Itself. The valuation 
by departments, namely, 8682,000,000, shows an excess of nearly 
S721 ,000,000, Even taking the indicated market value of the securi- 
ties of the subsidiary concerns, namely, $793,000,000, which valuation 
includes the pubhc estimate for intangible considerations as well aa 
physical property, the excess of the Steel Corporation's capitalization 
was still over $609,000,000. Naturally the valuation arrived at by 
this method exceeded those obtained in the other two cases. 

The Bureau does not contend that the capitalization of the Steel 
Corporation should have been fixed at any one of the three valuations 
here presented. All that is attempted at the moment is to present a 
comparison of these valuations \vith the capitalization. The figures 
show clearly that the entire issue of approximately $508,000,000 of 
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conmion stock of the Steel Corporation in 1901 had no physical prop- 
erty back of it, and also a considerable fraction, say from one-fifth 
to two-fifths, of the preferred stock was likewise unprotected by 
physical property. Even granting that there may have been a con- 
siderable value in intangible considerations, it is reasonably clear that 
at least the entire issue of common stock, except in so far as what 
may be t«rraed "merger value" may be considered, represented 
nothing but "water," 

While, therefore, it is not the purpose of this report to say what 
should have been the capitalization of the Steel Corporation, it is 
obvious that the company was heavily overcapitalized, judged by 
any reasonable standard. 

OVBECAPrTALIZATION INDICATED BY ENORMOUS COMMISSION TO DNDBB- 
WBrriNG SYNDICATE. 

Very convincing evidence of a ruling tendency toward excwsive capi- 
tahzation is afforded by the enormous payment the Steel Corporation 
allowed its underwriting syndicate. This syndicate, as shown else- 
where, provided the Corporation with $25,000,000 of cash capital and 
also incurred expenses of about $3,000,000 either in buying scattered 
parcels of stock or otherwise, making its total cash expenditure 
$28,000,000. For this cash consideration, plus iia underwriting serv- 
ices, the syndicate received from the Steel Corporation the enormous 
total of practically 1,300,000 shares of its stock (half preferred and 
half common) of an aggregate par value of practically $130,000,000. 
This stock appears to have realized approximately $90,500,000 (count- 
ing $4,000,000 unsold preferred stock at par), leaving as profit to the 
syndicate, over and above the $28,000,000 cash expenditure noted, 
a net smn of about $62,500,000. Of this, one-fifth, or $12,500,000, 
went to the syndicate managers for their services as such, the 
remaining $50,000,000 being distributed to the syndicate members. 

There can be no question that this huge compensation to the 
syndicate was greatly in excess of a reasonable payment. For the 
$28,000,000 cash consideration the syndicate was properly to be 
reimbursed, and furthermore was entitled to additional compensation 
for raising that amount. Moreover, the' syndicate was entitled to 
some compensation for its other services. Clearly, however, these 
services can not be considered as worth the huge sum actually allowed. 
The syndicate was under no obligation whatever to see the organiza- 
tion of the Steel Corporation through, but, on the contrary, the 
syndicate managers expressly reserved the right at any time in their 
own discretion wholly to abandon the transaction. The risk of the 
syndicate over and above tiie $28,000,000 cash consideration, there- 
fore, can not he considered great. It is true that the nominal habihty 
of the indicate was $200,000,000, but it was generally understood 
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at the time that only $25,000,000 in cash would be called from syndi- 
cate members, and this was the full amount actually called. More- 
over, the syndicate was obligated to provide only $25,000,000 cish 
capital (aside from certain expenses) to the Steel Corporation, and 
the fact that the nominal UabiUty of the syndicate was $200,000,000 
could not increase this cash obligation to the Corporation, but was 
simply an arrangement between the syndicate managers and the 
syndicate members. 

It should be pointed out that the syndicat« managers were promi- 
nently identified with the management of several of the companies 
acquired by the Steel Corporation, and also with the man^ement of 
the Corporation itself. Three partners of the firm of J. P. Moi^an & 
Co., the syndicate managers, were on the directorate of the Corpo- 
ration, and one of them was also chairman of the finance committee. 
Moreover, the underwriting syndicate included the heads of several 
constituent companies. These facts are entitled to great weight in 
connection with this enormous commission allowed to the syndicate. 
In other words, as managers of the Steel Corporation these various 
interests virtually determined their compensation as underwriters. 

This extravagant compensation to the underwriting syndicate may 
fairly be cited as further evidence of a general disposition toward 
excessive issue of securities. 

This huge commission, it should be noted, followed very Uberal 
commissions allowed at earlier dates to the promoters of several of 
the various constituent companies. Assuming that of the total of, 
roughly, $65,000,000 par value each of preferred and common stock 
allowed the Steel Corporation underwriting syndicate, $28,000,000 of 
each class (a common basis of compensation in such cases) was for the 
cash consideration noted, there would be left as a commission alone 
$37,000,000 par value of each class, or a total of $74,000,000 par 
value. Adding to this the amounts allowed for similar commissions 
in the case of constituent companies at the dates of their respective 
organizations, and taking into account that the stock so issued by 
constituent companies received the same terms of exchange from the 
Steel Corporation as other stock of the same class, it would appear 
that of the Steel Corporation's stock in 1901 at least $150,000,000 
(this including over $40,000,000 of the preferred) was issued either 
directly or indirectly for such promotion or underwriting services, 
this being over and above the enormous amounts of common stock 
i^ued as a bonus for property and for cash. 
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Since 1901 the Steel Corporation has greatly increased ite uiTest- 
ment. This increase has come about in two ways — ^firat, and most 
important, through new construction and additions by the invest- 
ment of surplus eaminga and new capital derived from the sale of 
securities; and, second, through the acquisition of competing con- 
cems through issue of securities directly therefor. 

The capital additions to fixed property, by classes, are stated an- 
nually in the published reports of the Corporation, except for those 
made through the acquisition of the Union Steel Company in 1902, 
the Clairton Steel Company in 1904, and the Tennessee Coal, Iron 
and Railroad Company in 1907. All three of these properties were 
acquired substantially through the issue or assumption of bonds, 
and the actual investment of the Steel Corporation therein has been 
taken as the par value of such bonds (with the exception of a small 
amount of such bonds purchased by the Steel Corporation in the 
open market at less than par, and used in part payment for th.e 
Clairton and Tennessee concerns). This investment may differ from 
a fair value of these acquisitions, but for the present purpose this 
need not be considered. 

By combining the net additions to fixed property made through 
direct expenditure and through such acquisitions, with the increase 
in the current assets, and adding these amounts to the original value 
in 1901, as computed by the Bureau (which has been considered as 
the Corporation's investment at that time), the total investment of 
the Corporation at the close of 1910 may be determined. Such total 
investment, it is true, may not represent the actual value of the 
tangible property of the Steel Corporation on that date, particularly 
on accoxmt of appreciation in the value of natural resources, includ- 
ing real estate. The rise in value of property of the Corporation 
between 1901 and the close of 1910, however, would necessarily have 
to take account of the great concentration of control of the indus- 
try enjoyed by the Steel Corporation, particularly with respect to 
the ownership of ore. This is a factor that can not be measured here. 

Therefore, the Corporation's investmeni in its properties, rather 
than the valuation of these properties, is the proper basis for the 
current discussion, as well as for computing profits taken up later. 

The following table shows the additions to the investment of the 
Steel Corporation from 1901 to 1910, together with certain deductions 
for depreciation which were considered by the Bureau as proper; 
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NET ADDITIONS TO INVESTUENT OF STEEL CORPORATION, APRIL 1. 
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1 IndudB dty of Qaiy and nilnwd property. The Bpire Is 
thlsplant is Included In the flguns given abore. (See note l. Table 38, p.310.) 

• Original ooBt ot Bied property plus subsequeat additions. 

• Eidudlog an Itan of t38&,lSl vhlch oonld not be dbtrlbated. 

The figures of true depreciation given in this table represent the 
entire estimated depreciation in the properties of the Corporation, 
including exhaustion and obsoleBcence. The bulk of such physical 
depreciation was made good by expenditures on these properties 
which were not capitalized, thus leaving a balance which may be 
termed a "net accrued" or "outstanding" physical depreciation not 
made good, which balance has been set against the additions in order 
to arrive at the net additions to the investment. 

In the case of the manufacturing properties the total allowance for 
estimated true depreciation is equivalent to rather less than 4 per 
cent yearly on the average investment in these (exchiding land) . Tliis 
might at first sight seem too small. However, there was also expended 
during this period no less than $180,000,000 (1901 figures estimated) 
in so-called ordinary maintenance and repairs, which items apparently 
go far toward maintaining these properties in a high state of efficiency. 
The sum of these provisions for repairs, maintenance, and deprecia- 
tion is equivalent to about 10 per cent yeariy upon the average 
investment in these properti^, again excluding land . These provisions 
taken together appear to be sufficient. ' 

The allowance for depreciation of ore property, $30,293,497, is 
equivalent to about 17 cents per ton on the actual production. A par( i , 

> Foi a more precise Btal«meDt, see peges 304-308. 
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of this represents depreciation of improvementa, and a small part ia for 
exhaustion of timber on ore lands. The greater part of this allowance, 
however, ia for exhaustion of the ore. It seems rather high, especially 
in view of the fact that the bulk of the production was from leaseholds 
and not from fee mines, but the Bureau has allowed it to stand 
for the purposes of the present discussion because of the great diffi- 
culty involved in making a satisfactory division, and the relatively 
small importance which any changes so made would have in the &aal 
computation of either investment or of profits. 

The total of $21,220,986 for depreciation of coal and coke property 
allows about 10 cents per ton as exhaustion proper of high-grade 
coking coal distinct from exhaustion of other coal and depreciation 
of coke-oven property and mine improvements. 

The depreciation allowed for the transportation property, chiefly 
on railroads, seems high in view of the liberal expenditures for ordi- 
nary maintenance, but the Bureau has. accepted it. The amount as 
given includes an allowance of, roughly, $6,700,000 for obsolescence, 
as distinct from actual depreciation, made on the theory that when 
the ore along the line of these railroads is exliausted the railroad 
property itself will lose the great bulk of its value. The provisions 
in the case of the steamship, dock, and miscellaneous properties ap- 
pear reasonable. 

In all cases the expenditures for ordinary maintenance and repairs 
have been large. Such expenditures for all classes of property for the 
period from 1902 to 1910 aggregated $245,271,000 (1901 figures never 
having been compiled). 

• Having determined upon an estimate of the true total deprecia- 
tion for the purpose of computing the investment, the Bureau has, 
therefore, in the table on page 41, deducted from the investment those 
portions of the depreciation or the net accrued depreciation which had 
not actually been made good by expenditures upon the respective 
properties. 

While, therefore, the total allowances for depreciation for certain 
classes of property appear somewhat excessive, the Bureau, after 
analysis, has for the purpose of computing the investment accepted 
these estimates as the actual depreciation of the Corporation's physi- 
cal properties. They differ somewhat from the provisional allowances 
as stated in the annual reports. These provisional allowances in a 
few cases were admittedly excessive or included amounts not repre- 
senting actual depreciation. Such excessive provisions have been 
excluded by the Bureau and also restored to the earnings (see p. 53) . 
The total depreciation allowances given in the table include provi- 
sions for blast-furnace relining, which in the annual reports are not 
included under the provisional depreciation allowances. 
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The constituent companies of the Corporation very properly com- 
pute their depreciation charges (including exhatistion) on the original 
cost of, or investment in, the various properties and not on the 
replacement cost (either actually incurred or anticipated). 

In addition to the provisions for depreciation above described, 
the Steel Corporation writes off its property account each year other 
varying sums, usually of large amount. These further sums, how- 
ever, as explained by the Corporation to the Bureau, do not represent 
true depreciation based on original cost or purchase value of the 
physical property to subsidiary concerns, but are instead an offset of 
a part of the inflated valuations at which the stocks of the subsidiary 
companies are carried on the books of the Steel Corporation. Such 
additional amounts written off by the Steel Corporation itself, on 
account of over capitalization, while probably entirely justified from 
that standpoint, have, however, no relation to the real depreciation 
of such first cost of the physical properties, and consequently have not 
been deducted from earnings by the Bureau. 

The treatment of these various depreciation charges is fully 
explained in the body of the report. 

INDICATED IKVESTXEHT IN THE FBOFEBTY OF THE STBBI. OOB- 
POHATION AT THE OI^SE OF 1907 COHPABED WITH AFFBAIBAI. 
HADE BT COBPOKATION AT THAT DATE. 

By combining the net additions to the property of the Corporation 
from 1901 to 1910, as stated in the preceding table, with its investment 
in 1901 the investment at the close of 1910 is obtained. Before doing 
this, however, it is desirable to make an intermediate comparison of 
the total investment at the close of 1907 with an appraisal of the 
various properties of the constituent concerns which was made at 
that date by the Corporation itself. 

This appraisal of the Steel Corporation at the close of 1907 is in 
the following table compared with the indicated investmsnt in the 
property at that date, as computed by the Bureau by adding to the 
values determined upon by the Bureau for April, 1901 (see table on 
p. 36), the net additions down to the close of 1907, computed in the 
maimer already indicated in the table on page 41 , 
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BUREAU'S ESTIMATE OF INVESTMENT IN PROPERTY OF 8TEEL CORPORATION AT 
CIX)8E OF IVn COMPARED WITH COBPOBATION'S ESTIMATE OF VALUE AT THAT 
TIME. 
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' larludes about 15,700,000 of timber property. 

' Tbis eicess of the Bureau's fk^ure over that or the Corpoiatlon la chiefly due to the taet that 1 
901 the Bureau allowed a very liberal valuatkm. The Corporation ct 

ppralsal of these properties was very conservative. 

ir CorpomtioQ's estimate, wblch did not include Chcoe Items gpecifieally, but wbict 
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The Corporation's valuation of the manufacturing pi^perties was 
made in great detail and it is claimed that, apart from the real estate 
of these plants, which was separately itemized, the figures were for 
the construction cost. They agree substantialty with those of the 
Bureau. 

Thfe Corporation's appraisal value of the transportation properties 
considerably exceeds the investment figure of the Bureau. 

The excess of the Corporation's figure for coal and coke over that 
of the Bureau is chiefly due to the fact that it represents a current 
valuation, whereas the Bureau's figure is the valuation in 1901 plus 
the actual cost of subsequent investment, without allowing for any 
appreciation during this interval. Undoubtedly there had been some 
appreciation in the coal property during the period 1901-1907. This 
must be attributed in part to the fact that the great bulk of the 
Connellsville coking coal lands was owned by the Steel Corporation. 

Tile figure used for the Gary plant is the Corporation's figure of 
construction cost. 
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The fixed property of the Tennessee Coal, Iron and fiaUroad Com- 
pany has been entered hy the Bureau at its cost in bonds issued by 
the Steel Corporation and underlying bonds assumed (subsequent 
additions also being included). The price paid for the stock as 
measured by the market value of the bonds so issued was equivalent 
to about the par value of the Tennessee company's stock, or roughly, 
130,000,000 over and above bonded debt. The value of the property 
represented by this stock is difficult to estimate. For two years prior 
to the sale the average price of the stock on the New York Stock 
Exchange was about $146 per share. The stock, however, was a noto- 
riously speculative security so that the market quotations are an 
uncertain guide. A consohdated balance sheet of the company of 
October 31, 1907, or just before the transfer of the company to the 
United States Steel Corporation, showed a surplus of $1,199,823, thus 
making the book value of the stock about $104. The fixed property 
in this balance sheet was carried at $44,988,699, which amount was 
at once written down by the Steel Corporation to $44,037,140, this 
placing the plants at $15,382,234, the mineral lands and certain real 
estate at $26,525,144 (except for an interest in the Potter Ore Com- 
pany carried at $398,000), the balance representing miscellaneous 
real estate and railroad property. There is reason to believe that the 
plants were considerably overvalued. The book valuation of its min- 
eral properties appears to have been hberal. Although these were 
enormous in extent, the market value was very low as compared with 
northern coal or Lake Superior ore, first on account of the low grade 
and second because of the great abundance of such raw materials in 
that region as compared with the market demand therefor. 

Altogether it is doubtful whether the tangible property (including 
working assets) after allowing for bonds exceeded the par of the stock. 
However, the property probably had a potential value in excess of 
these assets, which value presumably was taken account of by the 
Steel Corporation. While the removal' of competition may have 
influenced the price, still, taking all the property into consideration, 
the Bureau has deemed it reasonable to enter it at the actual cost. 

Therefore, as in the case of the Corporation's estimate of 1902, the 
principal difference between its figures and those of the Bureau in 
this comparison for 1907 occurs in the item of iron ore. Here tlie 
valuation claimed by the Corporation is, roughly, $641,000,000, 
whereas the indicated investment in this property, as determined by 
the Bureau, is only $120,000,000. As repeatedly pointed out, the 
Bureau's figure of investment in this ore property is not an expression 
of the actual value of that property at the close of 1907. The Bureau 
has not attempted a valuation of the ore property at that time. A 
very large proportion of the available ore of the I^ake Superior region 
bad passed into the hands of a very few concerns, and especially 
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into the hands of the Steel Corporation it«elf . Unquestionably this 
great' concentration of ownership and control had much to do wiUi 
whatever appreciation in ore values may have taken place since 
1901. Even if a fair market value of the ore property in 1907 were 
.established, it would so largely reflect the influence of this concen- 
tration of ownership as to be unsatisfactory for the pur[>ose of this 
discussion. It would be practically impossible to measure and thus 
to s^regate the appreciation in ore valuations which has come about 
solely from the concentration of ownership, from that which might 
have occurred under more competitive conditions. Therefore, in- 
stead of attempting to value this ore property, the Bureau has simply 
presented a statement of the a^^^ate actual investment- 
While, however, the Bureau has not attempted to make a definite 
valuation of the ore property of the Steel Corporation at the close of 
1907, it should be pointed out that the value of $641,000,000 claimed 
by the Steel Corporation is greatly excessive. Of this, roughly, 
$607,000,000 was for ore (fee properties and leaseholds)— as dis- 
tinct from improvenients — covering a tonnage of approximately 
1,182,000,000 tons, or an average of 51 cents per ton. Convincing 
evidence that this valuation is excessive is shown by the actual cost 
of additions to the ore property since 1901. The total capital expend- 
itures upon ore property by the Corporation from April 1, 1901, to the 
close of 1907 before deducting depreciation were $38,600,000. Of this 
total, approximately $19,000,000 representa the amount expended 
for ore, including fee and leasehold properties collectively. The total 
additions to the ore reserves of the Corporation by this expenditure 
(again taking leaseholds and fee properties collectively) were certainly 
several hundred million tons; this not including the "Hill" ore, which 
the Steel Corporation itself did not include as an asset in its appraisal 
(except for certain expenditures for development work and advanced 
royalties). The exact amount added can not be stated because large 
additions to the estimated -total have been made by proving up ore 
land owned in 1901. 

It is worth noting, incidentally, that this valuation of, roughly, 51 
cents per ton at the close of 1907 compares with a valuation in the 
Ilodge suit in 1902 of $1 per ton. Since there had been some apprecia- 
tion in ore values during this interval, the 1902 estimate, it will be 
seen, is very thoroughly discredited by the Corporation's own figures 
of 1907. 

Therefore the average cost per ton of the ore-acquired since 1901, 
again taking fee "and leaseholds collectively, was only a few cents, 
whereas, as just shown, the total value claimed by the Steel Corpora- 
tion indicated an average of over 50 cents a ton. While the original 
cost of a mining property is not a reliable indication of its value sub- 
sequently, it is impossible to accept an average valuation of as much 
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as 50 cents per ton for the ore of the Steel Corporation, in view of 
tjie low actual cost of the enonnous quantity acquired during this 
period. There ia no satisfactory explanation why ore, which, for 
purposes of purchase from outeide concerns, is worth only a few cents 
per ton suddenly becomes worth 50 cents by the mere act of transfer 
to the United States Steel Corporation. Therefore the inevitable 
conclusion is that the Steel Corporation's appraisal of 1907, just as 
its estimate in the Hodge suit in 1902, placed an extravagant valua- 
tion upon its ore property. 

It should be pointed out that the bulk of the Steel Corporation's 
ore property in 1907 consisted of leaseholds and not ore in fee. For 
the mining of ore from such leaseholds, the Corporation must, of 
course, pay a royalty. In other words, for the greater part of its 
ore property the Steel Corporation merely had an equity interest in 
the ore. It is inconceivable that this equity, together with the value 
of the ore owned in fee, could have been anything like the total 
valuation claLmed by the Steel Corporation in its foregoing appraisal, 
although this equity in old leases had increased somewhat during 
this period, owing to some advance in the average rates of royalty- 
on new leases. 

Gbeat Nohtheen CHE LEASE. — As noted above the Corporation in 
ita valuation of its property in 1907, did not enter anything for the 
value of the Great Northern or "Hill" ore lease. This lease, on 
account of the royalties provided therein, has often been referred to 
as an indication of the increased value of Lake ore. 

The Great Northern Railway interests, which had acquired control 
of immense tonnages of ore by purchase or lease for the protection 
of the traffic of their railroad, transferred the larger part of these 
holdings by lease to the Steel Corporation at the be^nning of 1907, 
Under this lease the Steel Corporation agreed to mine the ore and 
ship it over the Great Northern Railway and, substantially, to pay, 
for the year 1907, a royalty at the rate of 85 cents per ton on dried 
ore containing 59 per cent iron. In each successive year the royalty 
was to be increased by 3.4 cents per ton. For ores richer or leaner in 
iron a sliding scale of royalties was provided which was also subject to 
the same yearly additions of 3.4 cents. Very high minimum ton- 
nages were also agreed upon, increasing from 750,000 tons in 1 907 to 
8,250,000 tons in 1917, after wliich a fixed minimum of 8,250,000 
tons was stipulated. It was provided that the Steel Corporation 
might cancel the lease January 1, 1915, on giving 2 years' notice. 

While the averse royalty which will actually be payable under 
this lease will depend on the quality of the ore shipped, the indica- 
tions from the royalties paid on shipments up to 1910, inclusive, are 
that the average iron content has not fallen very much below the 
59 per cent grade of ore. 
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A royalty of 85 cents with annual increases of 3.4 cents is absolutely 
unprecedented in the Lake ore trade. It is true that one or two 
leases have been made for small and exceptionally valuable ore 
deposits with fixed royalties of |1 per ton. The royalties, however, 
on all new leases, other than the Hill lease, which the Steel Corpora^ 
tion has made from the beginning of 19Q7 to the present time ap- 
parently wiU not average over 40 cents per ton. Moreover, there is 
no indication that either the average quality of the ore on the Hill 
lease or the costs of mining it justify the payment of exceptionally 
high royalties. The royalties stipulated in the Hill lease, therefore, 
were and are still far above the market value. 

The only reasonable explanation of this extraordinary trans actioa 
is that the Steel Corporation desired to prevent this ore either from 
being mined and sold to independent producers, thus possibly depress- 
ing the price of ore, or from being utilized by the Hill interests to 
build up a new and dangerous competitor in the iron and steel busi- 
ness, thus depressing the market prices of iron and steel products. 
The Steel Corporation was the only concern in the iron and steel 
business which was strong enough financially and which had a suffi- 
ciently large productive capacity even to consider the taking over of 
such a large quantity of ore at such a high royalty. 

The Steel Corporation expressly disclaims any intention to head off 
competition by this lease, and asserts that it merely desired to 
strengthen its ore reserves. Whatever the motive for this transaction, 
its practical effect was to forestall competition as well as to increase 
the Corporation's control of the ore resources of the country. As 
the rate of royalty agreed on was greatly in excess of current market 
rates on ordinary transactions, it is not surprising that the Corpora- 
tion made no claim to an increase of its assets on account of this 
lease. 

The high royalty named in this lease, therefore, instead of being 
indicative of a marked enhancement in ore values, is rather evidence 
of the extent to which the Steel Corporation was wilUng to go in order 
to prevent this ore from falUng into the hands of rival interests, 

INVESTMENT OF STEEL CORPORATION AT THE CLOSE OF 1910. 

The Steel Corporation has made no detailed appraisal of its prop- 
erties since the close of 1907. The Bureau's computation of the 
investment in the Corporation's property down to the close of 1910 
is given in the following table : 
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The Bureau has therefore computed the actual mvestment of the 
Steel Corporation in its varioua properties at the close of 1910 at 
$1,186,982,038. This compares with a total valuation in April, 1901, 
of «682,053,385. In other words, during the period from April, 1901, 
to December 31, 1910, the Corporation has made an additional net 
investment in its properties of no less than $504,928,653. Of this 
amount, roughly, $436,000,000 was virtually provided from earnings 
These amounts, it should be noted, are over and above the allowance 
for ordinary maintenance and repairs and for actual net depreciation 
as given above (p. 41). 

This great addition to the investment of the Steel Corporation has 
eliminated a considerable amount of the "water" in the original 
capitalization of the company. The increase in the investment does 
not, however, exactly measure the amount of water or inflated capi- 
talization thus offset, partly because the capitalization of the 
Corporation has not been the same. In the first place, the capitali- 
zation has been considerably increased, particularly through the issue 
of new bonds and other forms of indebtedness and also through the 
assumption of liabilities of several concerns which have been ac- 
quired. On the other hand, a part of this increase has been offset by 
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the liquidation of a part of the bonded indebtedness. Altbough the 
preferred stock of the Corporation was reduced in 1 903 by $ 1 50,000,000, 
thia was accomplished only by a corresponding increase in the bonded 
debt, by the so-called bond converdon plan, a sererely criticized 
operation and one involving certain objectionable features, fully 
discussed in the body of the report. The total net outstanding 
capitalization of the Steel Corporation on December31, 1910 (includ- 
ing with the capitaUzation the purchase-money obligations and real- 
estate mortgages, as in previous instances, but excluding $620,352 
par value of stocks of subsidiary companies not held by United States 
Steel Corporation), was $1,468,033,260. TTie excess of the capitali- 
zation over the indicated investment ($1,186,982,038) was, therefore, 
$281,051,222, whereas at its organization in 1901 the disparity be- 
tween the two figures was $720,846,817.' It is apparent, therefore, 
that a lai^ part of the water in the capitaUzation, as it may be 
called, has been ehminated. 

The Steel Corporation imdoubtedly would contend that there was 
not a disparity of $281,000,000 between its capitalization and the 
actual value of its property at the close of 1910, Indeed, the Steel 
Corporation in its balance sheet of December 31, 1910, claimed tot^ 
assets (after deduction of current liabilities) of approximately 
$1,693,000,000, or, roughly, $225,000,000 over and above the out- 
standing capitalization as above stated. Of this excess $164,000,000 
was surplus and the balance sundry reserves. This balance sheet 
valuation, it will be seen, is about $500,000,000 in excess of the 
investment as computed by the Bureau. 

The Steel Corporation in defending its 1910 book valuation 
undoubtedly would rely in the main upon two considerations — first, 
that there has been an appreciation in its natural resources, par- 
ticularly ore, and second, that there is a so-called "mei^er value" 
attaching to its properties because of their combination and coordina- 
tion under a single control. 

So far as the ore is concerned, there has been no such marked 
appreciation as the Steel Corporation claims. Moreover, a con- 
siderable pait of whatever actual appreciation has occurred in ore 
values undoubtedly is due to the rapid concentration of ore property 
in the hands of a comparatively few interests, and especially in the 
hands of the Steel Corporation itself. 

With respect to "merger value," it is probably true that the 
various properties acquired by the Steel Corporation, taken together 
with the oi^anization of this company as a going concern, do have 
a value in excess of the sum of their values as separate entities. The 
coordination and integration made possible by the combination of 
such properties under a single control undoubtedly tend to reduce 
costs either through economies or through removing the necessity 

1 In Brrivlog Bt this Ogare the Inveatment In 1901 was taken Bt the toand sum ol J682,<X»,000. (See 
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of paying profits to others. Further, in so far as ttie concentration 
of the industry under the control of a single concern gives to it 
a monopolistic power over production and prices, this may result 
in an increase in its earning power and consequently in an increase 
in its value as a going concern. This involves, however, the reduc- 
tion of actual or potential competition. Indeed, much of what is 
ordinarily termed merger value, in so far as it exists, is to a greater 
or less degree a monopolistic value. To allow a single company, 
which has secured the bulk of a given industry, credit for such mer- 
ger value, as a basis on which to earn profits, raises, therefore, a ques- 
tion of far-reaching public pohcy. In the absence or ineffectiveness 
of competition, either actual or potential, earnings might be ob- 
tained 'which, if capitalized at an ordinary rate of profit, would give a 
value or capitalization greatly in excess of the real investment. To 
regard a valuation so arrived at as justifying such profits under these 
conditions would be reasoning in a circle, because the real question is 
wbeiherthe profits themselves, used to determine the capitalization, 
were reasonable. For the reasonableness of profite, only two criteria 
are practically available, namely, first, the existence of free and 
fair competition, and, second, the rate of profit on the actual invest- 
ment. Of these two criteria the - second is the only practicable 
one available, where competition is not effective. Therefore both 
because of the vital issue involved, as well as because of the prac- 
tical consideration of establishing an investment which shall permit 
of intelfigent discussion of profits, the Bureau, while adniitting there 
is an element of mei^r value in a going concern, either from great 
concentration of control, monopolistic power, or other influences, 
has made no addition therefor to the investment of the Steel 
Corporation. 

PBOFITS OF THE STEEL COBFOBATIOH. 

The profits earned upon the investment of the Steel Corporation, 
as computed .by the Bureau, have averaged 12 per cent for the 
entire period from 1901 to 1910, The extreme range was from 7.6 
per cent in 1904 to 15.9 per cent in 1902. ' 

In making a comparison of profits with investment, certain revi- 
sions of the profit statements as published by the Corporation in its 
reports were necessary to conform to the revisions made by the Bureau 
in the investment. Thus, as the Bureau has considered the invest- 
ment as a whole and not merely the equity over and above bonded 
indebtedness, the total earnings on that investment, before payment 
of interest on such indebtedness, should be used; that is to say, the 
problem is to determine what the investment as computed by the 
Bureau has actually eamed and not how the return on that invest- 
ment has been distributed among the different security holders. 
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Therefore, the Bureau did not deduct interest charges from the earn- 
ings as reported by the Corporation. The usual operating, adminis- 
trative, and general expenses were, of course, deducted, and also 
taxes, in accordance with the usual practice of corporations. 

Moreover, the Bureau did not deduct certain locked-up inventory 
profits, so called; that is, intercompany profits on sales of mate- 
rials between subsidiary companies, which have not been realized by 
final sale to outside interests. Such locked-up inventory profits are 
tentatively deducted from the earnings in the profit statements of the 
Corporation but are carried as a suspended surplus. While the treat- 
ment of this item is debatable, it appeared to the Bureau reasonable 
not to deduct such locked-up profits. Even assuming that a large 
part of these inventories were to be sold at figures which would fail to 
recdize these provisional profits, on the other hand the Corporation 
prdbably would stock up again with low-cost inventories on whit^ 
there would subsequently be an ofEsettmg profit. It is a fair pye- 
sutnptiou that the bulk of these locked-up profits will eventually be 
refdized. 

The Bureau has also revised the profit statements of the Corpora- 
tion by readjustment of depreciation charges. As shown above, in 
discussing the investment, a portion of the amounts provisionally 
set aside by the subsidiaries of the Corporation for depreciation 
really were excessive, judged from the standpoint of investment as 
computed by the Bureau, representing either unnecessary provisions 
or else amounts which were directly applied to caj)ital additions to the 
property. The aggregate of these excess provisions during the period 
from 1901 to 1910 was approximately $38,000,000. Tliis amount has 
therefore been restored by the Bureau (properly distributed by years) 
to the profits as shown by the Corporation's reports. (That portion 
expended in additions to the property has also been included in the 
investment.) The amounts written off from surplus by the Corpora- 
tion itself to offset inflation of capitalization have not, of course, been 
deducted, since these have no bearing whatever upon the true depre- 
ciation of the property nor upon the true earning power of the 
Corporation. . 

There are one or two other items concerning which there might be 
some difference of opinion, as, for instance, the amounts set aside 
each year to provide for the issuance of stock on a profit-sharing 
basis to employees of the Corporation. Since, however, it might be 
ai^ued that the amounts thus set aside really were equivalent to 
additional wages, and since they have been deducted from the gross 
earnings by the Corporation itself, the Bureau has allowed these 
deductions to stand. 

The net result of the revisions made by the Bureau in the profit 
statements of the Corporation on account of these various items is 
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indicated by the following table, which shows the net earnings as 
reported by the Corporation (these being the earnings before deduct- 
ing interest on bonds of the United States Steel Corporation itself, 
and sinking-fund provisions on such bonds, but after allowing for 
sinking-fund provisions on bonds of subsidiary companies, which are 
in the main regarded as representing actual depreciation of property), 
together with the amounts restored or added by the Biffeau, and the 
finally adjusted total: 
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In the following table the yearly earnings as thus computed by the 
Bureau are compared with the revised investment. 
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As already stated, the average for the period from April 1, 1901, 
to December 31, 1910, is 12 per cent. The average rate for the firat 
four and three-fourths years was 12.5 per cent, as against 11.6 per 
cent in the five yeara from 1906 to 1910. Therefore, in so far as any 
tendency may be noted, it is toward a lower rate of profit in recent 
years. 

The table shows that in the years 1904 and 1908, which were years 
of rather marked depression in the iron and steel business, the rate of 
profit of the Steel Corporation fell to 7.6 per cent on the investment 
in 1904 and 7.S per cent in 1908, as compared with a maximum profit 
of over 15 per cent in 1902 and 1906. Prior to the formation of the 
Steel Corporation and other large consohdatigns, the iron and steel 
industry was noted for violent changes in the rate of profit, the indus- 
trj", indeed, having been aptly termed either "prince or pauper." 
This table shows that so far as the Steel Corporation is concerned the 
business, although still subject to marked fluctuations in profits, has, 
even in the moat depressed years of this period, shown a substantial 
return on the actual investment. 

It should be pointed out that an average rate of 12 per cent for 
a concern of the size of the Steel Corporation, which embraces more 
than one-half of the entire iron and steel industry of the country, 
has a very different significance than the same rate in the case of a 
relatively small concern. While exceptionally efficient or fortunate 
concerns in the steel business may earn rates in excess of this average, 
on the other hand a great many of the less efficient companies undoubt- 
edly earn very much smaller rates, while in some instances the business 
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Is conducted at a loss. Therefore, an average rate of 12 per cent 
for over one-half of the entire steel business of the country is much 
more significant than the same rate or even a lai^er rate for a com- 
paratively small concern. It probably means that the return on a 
considerable proportion of the business of the country, which under 
more competitive conditions and more scattered ownership would be 
conducted at a lower rate of profit, has been considerably increased. 
It may also be noted that the investment includes a large amount 
of idle property, particularly unimproved ore reserves, which, of 
course, tends to reduce the rate. However, the investment in un- 
developed iron-ore property as computed by the Bureau is not so 
great as to very materially affect the rate of profit. Nevertheless it 
is w^orth emphasizing that the rate of profit here given includee not 
only the iron and steel industry proper, but also the iron-ore "iming 
industry. Prior to the era of consolidation the latter, to a large 
extent, was distinct from the manufacture of iron and steel, and 
under the scattered ownership of iron-mining properties then pre- 
vailing profits generally are understood to have been comparatively 
low, on the average. Under present conditions in the iron and steel 
industry, however, the Lake iron-ore industry is one of the most 
profitable branches of the business. This factor should be considered, 
therefore, in comparing the profits of the iron industry at the present 
time with those obtained under the different conditions formerly 
prevailing. 

The rate of earnings on the investment of the Steel Corporation aa 
computed by the Bureau ia, of course, considerably laiger than the 
rate of net profit upon the capitalization, as indicated by the annual 
reports of the Corporation, because the investment as established by 
the Bureau is very much less than the capitalization. .The rate of 
12 per cent here given, it should be clearly understood, covers 
the entire investment in the property, whether represented by 
capital stock or bonded debt. This rate of earnings on the totfd 
true investment understates the rate which accrues to the bene- 
fit of the Steel Corporation (or the stockholders aa distinguished 
from the stockholders and bondholders combined) on that part of 
the true investment which may be considered as represented by the 
capital stock. That is to say, if that part of the true investment 
for which bonds were issued were deducted from the total true in- 
vestment, and a corresponding amount of bond interest at the rates 
paid by the Corporation were deducted from the earnings, then a 
comparison of the remainder of the investment with the remainder 
of the earning would indicate a considerably higher average profit 
than 12 per cent. Such a computation, however, can not be made in 
a definite or satisfactory manner, particularly because the original 
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bond issues of the Corporation did not correspond with the true value of 
the property for which they were issued. Therefore, to deduct them 
from the true investment would leave an unduly low remainder for tlie 
capital stock and unfairly exaggerate the rate of profit on that part 
of. the true investment which may be considered as contributed by 
the stockholders. 

Hence the Bureau does not attempt to give in definite figures tlie 
rate of profit earned by the Steel Corporation on the true investment 
represented by its capital stock, but merely calls attention to the fact 
that the rate of profit above shown is not the rate earned on that part 
of the true investment which may be considered as contributed hy 
the stockholders, but a lower rate earned on the, total true investment 
and accruing to the stockholders and bondholders combined. 

POBITION OF SITEBL COBPOBATIOH IN THE INSUSTaY. 

The Steel Corporation, despite its great size, is not exempt from 
competition. Indeed, the evidence on the whole indicates that com- 
petition in the industry has steadily been increasing. Motwitbst^id- 
ing the great additions made hy the Corporation to its properties from 
earnings and the acquisition of several important competing concerns, 
its proportion of the business in nearly every important product ex- 
cept pig iron and steel ruls is less than it was in 1901. This is shown 
hy the following table of percentages compiled by the Corporation 
from its own figures in connection with data gathered by the American 
Iron and Steel Association: 

PROPORTIONS OF OUTPUT OF PKINCIPAL IRON AND STEEL PRODUCTS PRODUCED 
BY UNITED STATES STEEL CORPORATION AND BY INDEPENDENT COUPANIEB, 
EKSPECTIVELY, IN IBM AND 1910. 
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The Steel Corporation did not compute its percentile of the ore 
production of the country. Ita proportion of the production of 
Lake Superior ore, such ore being practically the basis of the Bteel 
industry (arrived at by comparing the known production of the 
Steel Corporation with the total production as estimated by the 
Geological Survey), fell from 60,6 per cent in 1901 to 51.6 per cent 
in 1909 (figures for 1910 not being available). 

This table shows that whereas the Steel Corporation in 1910 had 
fully maintained the share of the country's total production of pig 
iron which it held in 1901, its proportions of the production of nearly 
all steel products had declined, and in most cases sharply declined. 
The only important exception was steel rails. The maintenance of 
its proportion here is chiefly due to the erection of a very large rail 
mill at the new Gary plant and to the acquisition of the Tennessee 
Coal, Iron and Railroad Company, which had a considerable steel 
rail production. 

Taking the production of steel ii^ots and castings as a basis it will 
be seen that the Steel Corporation's percentage of the total fell from 
65.7 per cent in 1901 to 54,3 per cent in 1910. This figure, perhaps, 
is the best single criterion by which to judge the change in the Corpo- 
ration's position in the steel industry from a producing standpoint. 
It will be seen that the Corporation's proportions of production of 
black plate, coated tin null products, and black and coated sheets, 
fell off to a very marked extent, which indicates that competition, 
has been particularly active in these bi:anches. Its share of the pro- 
duction of wrought pipe and tubes and of seamless tubes likewise 
fell off very heavily. In wire products the Corporation has main- 
tained its relative position rather better, but even in these there has 
been a marked recession in the percentages of the business done. 

It should be noted that the decline in the production shown by this 
comparison of the 1901 and 1910 percentages was practically con- 
tinuous for most products throughout the entire period. However, 
the actual output of the Corporation has shown a very great increase. 
For example, the Steel Corporation's production of crude steel ingots, 
which is typical of its total business, increased from 9,743,918 tons in 
1902 (the first full year of operations) to 14,179,369 tons m 1910, an 
increase of 45.5 per cent. 

While, however, these statistics clearly show the existence of active 
competition in production, it should be clearly pointed out that 
such competition has not been so evident with respect to prices, 
where it has been materially modified by the existence of a price 
poUcy described as "cooperation." This will be discussed in a later 
part of the report. 

4&25''— 11 6 
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While the Corporation's proportion of the production of both rav? 
materials and finished products thus shows a marked decrease, the 
proportions given do not fairly represent the true position of the 
Corporation in the industry aa a whole. In iron ore, in particular, 
the Steel Corporation undoubtedly occupies a dominating position. 
The Corporation's holdings of what are now regarded as commercially- 
available ores exceed those of all other iron and steel interests com- 
bined. It should be clearly understood that the ores of the Lake 
Superior region substantially form the basis of the steel production of 
the country at the present time. While the Steel Corporation has 
very extensive holdings of ore elsewhere, the great bulk of its ore 
holdings are in the Lake Superior district. In 1907 the holdings of 
the Steel Corporation in Minnesota, which State includes the Mesabi 
and Vermihon ranges, according to a carefully prepared schedule of 
ihe Minnesota Tax Commission, amounted to about 913,000,000 tons, 
or 76 per cent of the total ore deposits for the State. 

The Corporation's proportion for the whole Lake SupeiioV r^ion, 
including the old ranges in Michigan, is apparently about the same. 
Authoritative data submitted to the Senate Finance Conmiittee in 
1909 by a prominent hon manufacturer with the Steel Corpora- 
tion's consent showed that the Corporation itself then reckoned 
on about 1,625,000,000 tons of Lake ore, of which 1,258,000,000 
tons was of the current commercial standard. An estimate of a 
.prominent mining engineer, submitted to the Finance Comnuttee 
at the same time, placed the total reserves of Lake ore of the com- 
mercial standard at about 1 ,600,000,000 tons. On this basis, therefore, 
the Steel Corporation would have had over 75 per cent of the total 
commercially available ore in the entire Lake Superior region. Of 
course, the ideas of the consulting engineer and those of the Steel 
Corporation's experts as to what were commercially available ores 
may have differed somewhat, but it is not likely that the proportion 
of ore controlled by the Steel Corporation aa shown by these two 
estimates is too high, because both of these statements were sub- 
mitted by the manufacturer in question together with extensive 
data for other ore supphes in the United States for the avowed pur- 
pose of proving that the proportion of the ore supply controlled by 
the Steel Corporation was leas than 85 per cent of the total supply. 
In 1908 the commercially available ore of the Lake Superior region, 
as computed by the United States Geological Survey, for the Con- 
servation Commission, was 3,500,000,000 tons, but the iron content 
assumed as a basis for available ore was considerably lower than in 
the two preceding estimates, thus greatly increasing the total quan- 
tity. This and other evidence indicates that the Survey estimate 
b not fairly comparable with that of the Corporation. 
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In this connection it may be stated that the chairman of the Steel 
Corporation, in his testimony before the Wa^ and Means Committee 
in 1908, admitted that the Corporation had control of the ultimate 
ore supply of the whole country. Later, howevet, in 1911, in tes- 
timony before a special committee of the House of Eepresentatiyes, 
he materially modified that statement. 

In discussing the Corporation's position in the ore industry account 
must be taken of the fact that new discoveries of ore are constantly 
being made, and also that when somewhat lower grades of ore become 
commercially available the total reserve will be greatly increased. 
The use of ore of much lower grade involves, however, much higher 
costs of production, so that any concern which haa substantial con- 
trol of the best grades of ore would under such circumstances be in a 
position to obtain an enormous increase in profits. Taking condi- 
tions as they are to-day, there can he no doubt that the Steel Cor- 
poration has control of the great bulk ef the commercially available 
ores of the Lake Superior district, its proportion probably being 
about three-fourths of the total. In addition, of course, it has there 
a lai^ amount of low-grade ore, as well as immense deposits in the 
South. The Corporation's total ore holdings may be conservatively ■ 
placed at more than 2,500,000,000 tons. 

The system of leasing ore mines, aa employed in the Lake region, 
is important in this connection. A very large part (approximately 
two-thirds in 1910) of the Corporation's total holdings in the Lake 
region is held by lease. Frequently there is no initial investment in 
such leaseholds, and even where a bonus is paid it is usually small, 
while the minimum tonnage on which royalty must be paid, whether 
mining operations are conducted or not, is generally unimportant. 
The Hill lease is, of course, as above shown, a very marked exception 
in the last respect. 

It will be seen, therefore, that this ore-leasing system, where there 
is no limi t placed on the number of leases that can be combined 
under a single interest, greatly facihtates the gathering in by a great 
concern hke the Steel Corporation of a vast amount of ore reserves, 
far in advance of any commercial need for them. This not only 
prevents others from getting such property but also secures to such 
a concern the benefit of any appreciation in value which may come 
about either from natural causes or as a result of this very con- 
centration of ownership. Obviously, a system which thus lends 
itself to such marked concentration of ore property for many years 
in advance (a common term of lease being fifty years), at a com- 
paratively small cost, involves questions of the highest public 
importance. It might be said that the lease system as thus applied 
in the Lake ore region really affords an opportunity for a wealthy- 
interest to attempt a comer in ore reserves on what is, in effect, a 
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mai^in basis. Of course, in such extensive acquisitions there is a 
decided speculative risk, just as in similar efforts to control com- 
modity markets, particularly, the possibility of the discovery of 
available deposits elsewhere, or new methods of mining whicli may 
render what are now nonavailable ores available for present com- 
mercial purposes. 

The dominating positioQ in the ore industry enjoyed by the Steel 
Corporation through this great ownership of ore reserves is heightened 
because of its very marked degree of controlof the transportation of ore 
in the Lake Superior district. The Corporation owns two of the 
most important ore railroads, the Duluth and Iron Range Railroad 
and the Duluth, Missabe and Northern Railway. The ore rates on 
these railroads are about 1 cent per ton-mile. Their operating 
expenses are very low, that of the Duluth, Missabe and Northern in 
1910 being below 30 per cent of gross earnings as against an average 
of 66 per cent for all the railroads of the country. The net earnings 
of these ore railroads, which are chiefly from the ore traffic, are phe- 
nomenal. This has the practical effect of reducing the Steel Cor- 
poration's net cost of ore to itself at upper Lake ports and, on the 
other hand, of increasing that cost to such of its competitors as are 
dependent upon the Corporation's railroads for transportation. 

Hence, not only on account of its great holdings of ore but also on 
account of these pecuUar advantages enjoyed in the transportation 
of the ore the Steel Corporation occupies an extremely commanding 
position in the iron and steel industry. Indeed, in so far as the Steel 
Corporation's position in the entire iron and steel industry is of 
monopolistic character it is chiefly through its control of ore holdings 
and the transportation of ore. 
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THE COSrSOUDATION MOTEMENT ZH THE STEEL HTDITSTIIY. 
Section 1. Purpose and scope of the investigBtion. 

The Bureau's investigation of the iron and steel industry has been 
concerned with questions of organization, capitalization, investment 
and profits, prices and price control, and costs. 

As a result of the era of consolidiitioii which marked the close of 
the nineties, the greater part of the iron and steel industry of the 
country was transferred from a large number of actively competing 
and generally small concerns to a few large companies, more than 
one-half of the industry, indeed, being finally, in 1901, merged 
under the control of a single organization, the United States Steel 
Corporation. Such centralization of this great basic industry of the 
country necessarily involves considerations of utmost importance to 
the public welfare. This centralization has an especial significance, 
because it has resulted in concentrating the ownership of one of the 
most important natural resources of the country — iron ore. 

This consolidation of the iron and steel industry was accompanied 
by a great increase in total capitalization. It may fairly be said that 
during the period from 1898 to 1901 the industry was recapitalized, 
and recapitalized on a basis far in excess of the actual investment. 
It therefore becomes important to determine the relationship between 
such capitalization and the investment represented thereby, and also 
to determine the profits earned upon such investment. For the pur- 
pose of intelligent analysis a brief review of the consolidation move- 
ment, and particularly of the causes which led to that movement, is 
essential. All these matters are taken up in the present part (Part I) 
of the report. In a subsequent part there will be taken up a study of 
prices and price control, with the particular object of determining 
the conditions under which prices have been established and how far 
they have been affected by the centralization of ownership just 
referred to. Another portion of the report will be devoted to a study 
of costs by principal products, with a view to furnishing a basis for 
discussing prices and profits of specific products, as distinct from 
profits as a whole in relation to the total investment. 

The investigation has been restricted to concerns engaged in the 
iron and steel industry in the modem and narrower sense of the 
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word; that is, the production of pig iron, crude steel (ingots) and 
semifinished steel (billets, slabs, sheet bars; etc.) and the simpler 
products which are now ordinarily manufactured at an iron and steel 
establishment and the rolling mills operated in connection therewith. 
Moreover, except for pig iron, the inquiry has been concerned with 
steel rather than with iron, which has largely been displaced by steel. 
The more important of the simpler steel products are rails, beams, 
plates, merchant bars, wire rods, tubes, and sheets. In addition, 
there are certain others in which the manufacturing process is car- 
ried somewhat beyond the rolling-mill stage, but usually connected 
closely with rolling operations, such as drawn wire, wire nails, gal- 
vanized sheets, and tin plate.^ 

On the other hand, the investigation has not embraced companies 
engaged primarily in the manufacture of such steel products as 
armor-plnte, castings, or ordnance, nor the great variety of highly 
elaborated iron and steel products, such as tools, implements, and 
machinery ; nor has much attention been paid to the foundry branch 
of the iron industry. Any attempt to include these branches in an 
investigation of this character would lead to such multiplication of 
detail as to obscure the primary features of the inquiry. 
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The investigation has, in the main, been confined to a compara- 
tively few concerns. -Naturally, chief attention has been paid to the 
United States Steel Corporation, as by far the most important factor 
in the industry. The United States Steel Corporation and half a 
dozen other leading companies to-day handle substantially 75 per 
cent of the crude and simpler finished steel production of the coun- 
try, the United States Steel Corporation alone doing rather more than 
50 per cent of the total (its percentage originally was higher; see 
p. 365). For these large companies — as well as for a number of 
smaller, but important, concerns— extensive data were obtained by 
the Bureau resoecting capitalization, properties, output, and costs. 

I. PEOGBESS OF COHBINATION FBZOB TO 189S. 

Section 2. Occasional instances of consolidation in early nineties. 

During the period from 1890 to 1900 there was a practically com- 
plete reorganization of corporate interests and relationships in the 
steel business. This was, of course, especially manifested in the enor- 
mous development of consolidation. 

In 1890 there were scarcely any consolidations of the modern type 
in the steel industry. With only a few exceptions there were no con- 
■ cerns with a capitalization exceeding or even approaching $20,000,000. 
During the middle nineties there was a gradual change toward larger 
units, both by expansion and by combination; but the depressed con- 
ditions of that period were unfavorable to the organization of great 
corporations, and as late as 1898 the steel industry was characterized 
by the competition of a large number of independent concerns. The 
year 1898, however, witnessed a marked advance toward consolidation. 
This movement progressed with great rapidity in the next few years, 
until by the middle of 1901 substantially three-fifths of the steel in- 
dustry of the country was concentrated under a single organization — 
the United States Steel Corporation — with an issued capitalization, 
including bonded indebtedness, of over $1,400,000,000.' 

It would be incorrect to asiiume that this transformation was en- 
tirely the woik of three and a half years. Instead, even in the early 
nineties there were some suggestions of the subsequent marked con- 
centration. Not only were there a number of conspicuously large 
units at ihis time, but in some instances these were the direct result 
of consolidation. Thus, as early as 1889 the Illinois Steel Company 
had been organized with an annual pig-iron capacity of over 750,000 
tons and with an authorized capital stock of $25,000,000, of which 
approximately $18,000,000 was issued at the time. This company 
was a consolidation of three previously competing steel concerns (see 

'IncladlDg tbe bondB of subaidlar; rampanlMi. (See p. 112.) 

.Google 
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p. 120), with plants at Chicago, Joliet, and Milwaukee. Again, in 
1892, the Carnegie Steel Company (Ltd.), a partnership, was organ- 
ized, with a capital stock of $25,000,000. This was the largest single 
unit in the industry at that time, its annual pig-iron capacity being 
approximately 1,200,000 tons. All of its plants were in the Pitts- 
burg district. The company had Pome features of the modern con- 
solidation, in that it had acquired several important competing steel 
works. It also had a substantial interest in the H. C- Frick Coke 
Company, the largest single factor in the coke industry. Since, how- 
ever, most of the interests comprising it had long been affiliated, the 
Carnegie company at that time can hardly be regarded as a consolida- 
tion in the full modern sense of the term. 

The Jones & Laughlin interests, in the Pittsburg district, were' an- 
other important factor in the nidustry. In the early nineties these 
comprised two limited partnerships — Laughlin & Co. (Ltd,), with a 
capital stock of $900,000, operating the Eliza Furnaces, and Jones & 
Laughlins (Ltd.), with a capital stock of $4,000,000, operating the 
American Iron and Steel Works, These interests were at all times a 
prominent factor in the industry, and they later greatly expanded 
their operations. 

Farther east there was the Lackawanna Iron and Steel Company, 
organized in 1891, with $3,750,000 capital stock, as a merger of the 
Lackawanna Iron and Coal Company and the Scranton Steel Com- 
pany. The former concein had been incorporated in 1853 to oper- 
ate coal mines and manufacture pig iron at Lebanon, Pa., and had 
erected a Bessemer steel plant in 1875. The Scranton Steel Ccanpany 
was organized in 1881 as a competitor. 

Another large eastern concern at this period was the Pennsylvania 
Steel Company, organized in 1866, with a plant at Steelton, Pa. (not 
far from Harrisburg). In 1887 it organized a subsidiary concern — 
the Maryland Steel Company — and through it built a second plant, at 
Sparrow Point, Md., near Baltimore. The parent company was in- 
volved in difficulties in tlie depression of the early nineties and was 
reorganized in 1895 with a capital stock of $6,500,000. Subsequently 
this was greatly increased, (See p. 96.) 

Two other concerns which should be mentioned in this connection 
are the Colorado Fuel and Iron Company, at that time the only 
important factor in the industry in the far West, and the Tennessee 
Coal, Iron and Railroad Company, the leading interest in the South. 
The Colorado Fuel and Iron Company was organized in 1892 with a 
capital stock of $13,000,000, as a merger of the Colorado Fuel Com- 
pany and the Colorado Coal and Iron Company, It was chiefly 
interested in the operation of coal propeities, although the Colorado 
Coal and Iron Company, one of the constituent concerns, had iron 
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ore lands and a small steel plant. In the late nineties the company 
entered the steel business on an extensive scale. 

The Tennessee Coal, Iron and Kailroad Ccanpany had ita begin- 
ning early in the fifties as a coal company. It first entered the iron 
business in 1881, its name being changed at that time from the Ten- 
nessee Coal and Railroad Company to the Tennessee Coal, Iron and 
Railroad Company, During the eighties and early nineties the 
company acquired several important coal and iron concerns. From 
this time on it has been the leading owner of such property in the 
southern iron district. The company, while a large producer of 
pig iron, did not enter the steel business proper until after 1898. 

Several other concerns, like the Cambria Iron Company and the 
Bethlehem Iron Company, both of which were located in Pennsyl- 
vania, also were distinguished in the trade at this early date by the 
extent of their operations. 

Most of these larger concerns justnamed were engaged chiefly in 
the production of the simpler and heavier forms of steel products, 
like rails, plates, and beams, or of semifinished steel (billets, slabs, 
bars, etc.) for the trade. As shown in the next section, many manu- 
facturers of the more elaborated products — «uch, for instance, as 
nails, wire, tin plate, and tubes— did not at this early date produce 
the semifinished steel which they needed, but instead purchased their 
supplies of this raw material from lar^ steel-making concerns such 
as those just described. 

With respect to these simpler or heavier forms of steel, a compara- 
tively small number of concerns had even in the early nineties 
assumed a preponderating influence. Thus, the Carnegie Steel Com- 
pany (Ltd.), the Illinois Steel Company, the Jones & Lau^ilin 
interests, the Lackawanna Iron and Steel Company, the Pennsyl- 
vania Steel Company, the Cambria Iron Company, and the Bethle- 
hem Iron Company probably controlled in 1898 not less than 50 per 
cent of the steel-ingot production of the country. These concerns 
were, however, distinct entities with respect to ownership, and de- 
spite the existence of price agreements, discussed later (see sec. 4), 
the distinguishing feature of the steel industry during this early 
period as a whole was active competition. 

Outside of the companies engaged in the manufacture of the 
cruder or heavier forms of steel, there were comparatively few con- 
cerns of great magnitude in the industry in the early nineties, and 
very few consolidations. In the wire and nail trade, it is true, a 
$4,000,000 merger, the Consolidated Steel and Wire Company, had 
been organized as early as 1892. Generally speaking, however, the 
manufacture of such products as nails, tin plate, sheets, and bar iron 
was distributed among a large number of concerns, many of which 
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were comparatively small, and competition in these departments of 
the industry, except as modified by pool and price agreements, was 
exceedingly active. 

In the iron-mining industry substantially similar conditions ex- 
isted. There were a few large concerns, like the Minnesota Iron 
Company, oi^anized in 1882 with $10,000,000 authorized capital 
(later increased to $20,000,000), and the Lake Superior Consolidated 
Iron Mines, organized in 1893, with $30,000,000 capital stock. Each 
of these concerns owned an important ore railroad. (See pp. 122 and 
148.) A few other iron-mining concerns were exceptionally promi- 
nent, but as a rule the ownership of iron-ore properties was widely 
scattered, and in this, as in the manufacturing branch of the industry, 
comi^etition, rather than concentration, was the distinguishing char- 
acteristic, although this competition also was modified by price agree- 
ments. 

Section 3. Integration in the e&rly nineties not far B-draitced. 

Another feature of the steel industry in the early nineties in con- 
trast with conditions to-day was the comparative lack of integration. 
"Integration"' may be defined as the assembling of the different 
successive branches of the industry, such as the production of iron 
ore and fuel and the manufacture of pig iron and steel products, 
under a single control. Each principal department of the industry 
was, to a considerable extent, although by no means wholly, distinct, 
so far as ownership was concerned. Thus, Ihe production of ore, 
broadly speaking, was a business by itself, and comparatively few 
iron and steel companies had extensive holdings of ore lands. Tliis 
was especially true of the ore supplies in the Lake region ; in the Easl 
the ownership of ore lands by steel makers was rather more common. 
Moreover, a substantial proportion of the country's pig iron was pro- 
duced by " merchant " furnaces, which sold their product instead of 
manufacturing it into more finished articles. Even the larger manu- 
facturers of steel bought considerable quantities of pig iron. Again, 
the production of steel, as pointed out in the preceding section, was in 
the hands of a comparatively limited number of concerns, and most 
manufacturers of finished articles purchased their supply of semi- 
finished steel instead of producing it. For the transportation of their 
products, either raw or finished, nearly all iron and steel companiei' 
were dependent upon railroad and vessel concerns, the ownership of 
which was entirely separate. 

However, even at this early date the tendency toward integration, 
particularly through the acquisition of reserve supplies of ore and 
coal, had already taken shape. Naturally it was most marked in 
those sections where deposits of these raw materials were found ii 
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close proximity. Indeed in some secticms of the country the iron 
and steel industry may be said to be integrated by nature. Thus, 
several iron and steel concerns in eastern Pennsylvania, where ore 
deposits were near the anthracite coal regions (anthracite for a long 
time being extensively used in the production of pig iron), had 
early made considerable investments in such properties. Similarly, 
in the Birmingham district in the South, the occurrence in close 
proximity of vast supplies of these basic raw materials very early led 
iron makers to adopt a policy of owning such property in connection 
with their furnaces and other plants. 

In the numerous establishments of the Middle West, however, 
integration with respect to raw materials had made less headway. 
One reason for this was that many manufacturers in this section were 
largely dependent upon the Lake region for their supply of ore, while 
others were at some considerable distance from the coal regions. 
This physical separation of supplies of raw materials was naturally 
more or less accompanied by separation with respect to ownership. 
A further reason probably was that at this early date some steel 
manufacturers were not in a position to provide the additional capital 
necessary to carry extensive reserve supplies of ore and coal, although, 
with respect to ore, owing to the very general employment of the lease 
system in the Lake region (see p. 229) , this was a secondary considera- 
tion. Furthermwe, the fact that the ownership of the great ore 
and coal deposits of the country was at this early date scattered 
among a large number of interests who were in active competition 
made it practicable for iron and steel makers to rely upon the open 
market for their supplies of these primary materials. 

Nevertheless, even in the Middle West considerable progress had 
been made by iron and steel makers toward the control of supplies 
of ore and fuel. Thus, the Illinois Steel Company in the early nine- 
ties had acquired a considerable acreage of coking coal lands in 
Pennsylvania, and it also had secured some iron ore lands in the 
Lake Superior region. Moreover, the ownership of the Minnesota 
Iron Company, which controlled extensive ore deposits in the Lake 
region, as well as a railroad and a fleet of Lake ore vessels, was partly 
in the hands of Illinois Steel Company capitalists. The latter com- 
pany had, therefore, made decided progress in the direction of in- 
tegration. 

Another instance of integration was furnished by the Carnegie 
Steel Company (Ltd.). Through the H. C. Frick Coke Company, 
an aUied concern, the Carnegie company had secured enorqious re- 
serves of coking coal. In the scale of its manufacturing operations, 
this company had made remarkable progress, and probably' led all 
its rivals in this respect. 
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The Gamete company, however, had not carried the policy of in- 
tegration far with respect to the ownership of ore lands; instead, 
in the early nineties the company depended almost wholly f<ff its 
supply of ore upon purchases in the open market, or upon short- 
time contracts with ore producers. In 1892 the first step in the di- 
rection of providing itself with a future, supply of ore was taken in 
the acquisition of a half interest (which was later increased) in the 
Oliver Iron Mining Company, which at that time held leases of 
several important mines on the Mesabi Range. The annual supply 
of ore covered by this arrangement, however, was small in comparison 
with the Carnegie company's total requirements. Moreover, at this 
time Mr. Carnegie is said to have been decidedly opposed to the 
ownership of ore mines, and instead he preferred to let others assume 
the heavy speculative risks which then attended iron-mining enter- 
prises. About 1896 the company completely reversed its policy in 
this respect. This change of policy, which is considered later (see 
p. 76), undoubtedly hail considernble effect in directing the later 
course of events in the iron and steel industry as a whole. 

While important steps toward making themselves independent 
with respeet to supplies of raw materials, as well as toward concen- 
tration of manufacturing operations, had thus been taken in the early 
□ineti^ by some of the leading steel companies, nevertheless a fair 
statement of the general situation in the steel industry at that time 
would be that this policy was confined to a comparatively few of the 
larger concerns, and that in the main it had not been carried far 
even by these. 

Seotioii 4. Early pools and price agreements in ttLe steel industty. 

It is clear from what has just been said that competition was the 
keynote of the iron and steel industry in the early nineties. However, 
the spirit of combination was by no means wholly absent The 
mere fact that at this early date important consolidations had been 
organized in several other industries, notably in the case of oil, white 
lead, sugar, tobacco, and leather, shows that there was a general 
tendency in that direction. As a matter of fact, efforts toward con- 
centration in the steel industry had been very numerous. As a riilfii 
however, they had taken a less substantial form than the " trusts 
which had been organized in some other industries, or the corporate 
consolidations of the present day. A common method of combination 
in the iron and steel industry at that period was a loose associatitai, 
under which the individual concerns retained their identity and to 
a large extent their independence ; certainly complete independence 
in ownership. Such unions, which assumed a great variety of form 
in detail, may roughly be grouped under two general types— the 
"pool" and the "gentlemen's agreement." They had been em- 
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ployed repeatedly in the iron and steel industry. Many of these com- 
binations were short lived and ineffective. This was especially true 
of the gentlemen's agreement, which, as the name implies, was little 
more than an informal arrangement on the part of the members to 
abide by certain proraisew. The pool was a more formal and, in some 
instances, a much more effective organization. 

Four typical pools in this early period were (1) the steel-rail pool, 
(2) the wire-nail pool, (3) the billet pool, and (4) the ore pool. 
These four pools are briefly described in the following pages. It 
should be understood that there were many other organizations of a 
similar character, and that these are discussed simply to illustrate 
different forms of such combinations. Such agreements will be 
referred to more extensively in a later part of the report. 

The steel-rail pool. — By far the most important pool organiza- 
tion in the steel industry at this time was that in steel rails. This 
pool was formed on August 2, 1887, and, while it was dissolved in 
1893, it was speedily renewed and continued in existence until the 
early part of 1897.* The general nature of this pool may perhaps 
beat be indicated by reproducing the following copy of the mem- 
orandum of agreement : ' 

Memorandum of agreement, entered into August 2, 1887, by Qnd 
between the North Chicago Rolling Mill Company, the Gam>- 
hria Iron Company, the Pennsylvania Steel Company, the 
Union Steel Company, the Lackawanna Iron <& Coal Company, 
the Joliet Steel Com.pany, the Western Steel Company, the 
Cleveland Rolling MtU Company, Carnegie Brothers & Co., 
Limited; Carnegie, Phipps t& Co., Limited; the Bethlehem 
Iron Company, the Scranton Steel Gompam/, the Troy Steel 
(& Iron CoTTbpany, the Worcester Steel Works and the Spring- 
jietd Iron Company. 

We, the before-named companies and corporations, manufac- 
turers of steel rails, hereby mutually agree one with the other, 
that we will restriti our sales and tne product of steel rails of 
50 pounds to the yard and upward, applying to orders taken by 
us and to be delivered by us or frran our respective works during 
the year 1888, as hereinafter allotted and limited; and we re- 
spectively bind ourselves not to sell in excess of our current 
allotments, without first obtaining the consent of the Board of 
Control thereto — that is to say : 

It is agreed, there shall now be made an allotment of 800,000 
tons of rails, which shall be divided and apportioned to and 
among the several parties hereto to be sold by them during the 
year 1888, upon the following basis of percentages, to wit : 
North Chicago Rolling Mill Company, 12^ per cent ; Penn- 
sylvania Steel Company, 9-^ per cent ; Bethlehem Iron Com- 
pany, 9 per cent ; Carnegie Bros, & Co., Limited, and Carnegie, 
Phipps & Co., Limite<l (jointly), 13^ per cent; Joliet S&el 

» Somewhat later It was revived. ' From Iron Age, November IS, 1893. . 
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CompRoy, 8 per cent ; Lackawanna Iron & Coal Company, 8 per 
cent ; Cambria Iron Company, 8 per cent ; Scranton Steel Com- 
pany, 8 per cent; the Union Steel CtHnpany, 8 per cent; Cleve- 



land Rolling Mill Company, i^ per cent ; Troy Steel & Iron 
Company, 4^ per cent ; Western Stei ' " 
Worcester Steel Works, l^ per cent. 



Company, 4^ per cent; Western Stee! Company, 4^ per cent; 



And in addition to the said allotment of 800,000 tons of rails 
above allotted, an additional allotment of 250,000 t<M)s is hereby 
made and allotted to the Board of Control, to be reallotted and 
reapportioned by it, as and to whom it may deem equitable, in 
the adjustment oi any differences that may arise. It being alf» 
further agreed that all subsequent allotments of rails hereafter 
made, to be sold under this agreement during the year 1898, 
shall also be divided and apportioned to the several parties 
hereto in the same ratio of percentages as said apportionment 
of 800,000 tons is herein divided and apportioned. 

It is further agreed, that the Board of Control shall, from 
time to time, make such further allotments as shall be necessary 
to at all times keep the unsold allotments at least 200,000 tons 
in excess of the total current sales, as shown by the monthly re- 
ports of sales. This is to be in addition to the then unappro- 
griated part of the 250,000 tons hereinbefore allotted to the 
■oard of Control to adjust differences. 

It is further agreed, on the first day of April, July and 
October, the Boarf of Control are authorized and directed to 
cancel such part of the unmade allotments of the respective 
parties hereto as they the said Board of Control shall determine 
such party unable to make in due time, and all allotments so 
canceled tne Board of Control shall have the right to reallot to 
any o£ the other parties hereto; it being understood that all such 
cancellations shall apply only to allotments standing to the credit 
of the respective parties hereto on the dates above named, hut 
no reallotment as aforesaid shall be made by the Board of Con- 
trol to any of the parties hereto for the purpose of enabling 
them, or any of them, to make and sell rails from foreign made 
blooms. 

It is further agreed, that all transfers of parts of allotments 
from one party to another shall be made by the Board of Control. 

It is further agreed, that there shall be a Board of Control, 
consisting of three members, namely, Orrin W. Potter, Luther S. 
Bent and W. W. Thurston, who shall have power to employ a 
paid secretary and treasurer. 

It is further agreed, that the Board of Control, upon the writ- 
ten consent of 75 per cent of the percentages as hereinbefore 
named, shall increase the allotments for the year 1888, and such 
increase shall be allotted to the parties hereto as hereinbefore 
provided. 

It is further agreed, that each party whose name is hereunto 
annexed, shall and will make monthly returns to the Board of 
Control of all contracts for delivery of rails of 50 pounds to the 
yard and upward during the year 1888, and also of all shipments 
of such rails made by them during said year; a copy of such 
return shall be furnished to each party hereto. 
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It is further agreed, that all the parties hereto shall and will, 
on or before January 15, 1888, make a written return to the 
Board of Control of all rails of 50 pounds to the yard and upward 
(designating the weight) which they respectively had on hand 
January 1, 1888, stating whether the same are sold, and if sold, 
on what order they apply. 

It is further agreed, that the Board of Ccmtrol shall have the 
right whenever they deem it expedient to convene a meeting of 
the parties heretOj and they shall give at least ten days' previous 
notice of all meetings, and any business transacted at such meet- 
ings, and receiving 75 per cent of the votes present thereat, 
either in person or hy proxy, shall be binding on all the parties 
hereto, excepting as to a'change in percentages as aforesaid. 

The Board of Control shall be required to call a meeting of 
the parties hereto when requested so to do in writing, signed by 
any three of the contracting parties, but such request and such 
notice shall state the object for which such meeting is called. 

It shall be the duty of the Board of Control to have a proper 
record kept of all the returns made to it, with power from time 
to time to change the form of return as they may deem expedient. 
The Board of Control shall have authority to levy an assess- 
ment, pro rata to the allotted tonnage^ to defray the actual ex- 
penses made necessary to carry out this agreement. 

It is further agreed, that we will, respectively, immediately 
make return to the Board of Control of all rails of 50 pounds to 
the yard and upward which we are now under contract to deliver 
during the year 1888, said return to state to whom such rails are 
sold and when they are to be delivered. 

North Chicago Rolling Mill Company, by O. W. Potter, 
president; Cambria Iron Company, by E. Y. Town- 
send, president; Pennsylvania Steel Company, by 
Luther S. Bent, vice-president; The Union Steel Com- 
pany, by H. A. Gray, secretary and treasurer; Lacka- 
wanna Iron & Coal Company, by B. G. Clarke, vice- 
president; Joliet Steel Company, by W. R. Stirling, 
treasurer; Western Steel Company, "by A. M. Wilcox, 
president; Cleveland Rolling Mill Company, by Wm. 
Chisholm, president; Carnegie Bros., Limited, by 
D. A. Stewart, V. C.; Carnegie, Phipps & Co., lim- 
ited, by John Walker, chairman; The Bethlehem 
Iron Company, by Wm. W, Thurston, vice-president ; 
The Scranton Steel Company, by W. W. Scranton, 
president; Troy Steel & Iron Company, Selden E. 
Marvin, secrrtary ; Worcester Steel Works, by Samuel 
D. Nye, manager; The Springfield Iron Company, by 
Charles Ridgely, president. 
■ This agreement, it will be seen, was designed to provide a very 
effective control of the production of steel rails by members of the 
pool, who together manufactured at that time more than 90 per cent 
of the country's output. 

The distinguishing characteristics of the rail pool were a fairly 
compact organization and the inclusion of nearly all rail manu- 



72 THE STEEL IBDtJSTRY. 

facturers, while the rather extensive plant necessary for the produc- 
tion of rails tended to discourage new competition. The bulk of 
railroad purchases of steel rails, moreover, are usually made once a 
year. These conditions favored the maintenance of pool prices and 
probably explain the stability of this pool as compared with others 
in the iron and steel industry at this period. 

However, the rail pool was by no means completely successful. 
Despite its fairly compact organization, it collapsed in the latter 
part of 1893 as a result of disagreements over the allotment of ton- 
nage, aggravated by the commercial depression of that year. In 
1894, after numerous conferences, it vns reorganized, but the slack 
demand of 1896 resulted in new infractions of the agreement, as a 
result of which the pool collapsed in February, 1897. This second 
disruption of the pool was followed by a brief but exceedingly bitter 
price war, during which sales of steel rails were made freely at prices 
ranging from $20 to $15 per ton. The nominal pool price of raiJs 
had for some time been $28. 

The nail pool. — Next to the steel-rail pool, perhaps the most re- 
markable pool in the steel industry at this early period was the 
so-called wire-nail pool. This included manufacturers of cut nails 
as well ; in fact, the official title was " The Association of Wire and 
Cut Nail Manufacturers." The formal organization of the pool, 
which had been preceded by temporary price agreements, was com- 
pleted in the early part of 1895.^ 

The naU pool differed from the steel-rail pool, first, in that its 
membership was decidedly larger, and, second, in that the investment 
needed to engage in the business was comparatively small. It is 
claimed that an investment of $10,000 in nail machines was sufficient 
to permit the manufacture of nails on a practicable, although of 
course limited, scale. This organization was, therefore, at all times 
especially vulnerable to competition. 

The general nature of this pool is well indicated by the following 
excerpt from an article in the Iron Age of December 3, 1896, shortly 
after its dissolution : 

The aim of the association was to control the market, both in 
the matter of production and prices. The determination of the 
percentages of the different manufacturers was obviously a mat- 
ter of some delicacy, but the q^uota of each was satisfactorily 
determined on a three-fold basis — (1) actual sales in a given 
period of three months; (2) actual production of one of these 
months; (3) the capacity of the mill as shown in the number of 
machines. The average of these three elements determined the 
participation percentage of the ditferent manufacturers. The 
association also regulated the amount of nails to be offered for 
sale each month and the price at which they should be sold. 

' See also page 75. 
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The manufacturers in Canada were also negotiated with and a 

firfect understanding reached. Efforts were also made to keep 
uropean makers out of this market, but without much success. 
Not much difficulty was experienced in making it hard for out- 
aide manufacturers to obtain wire-nail machines, but this in- 
volved a considerable outlay on the part of the association. It 
was also found necessary after a whue to have inspectors at all 
the factories to see that no irregularities were permitted, and 
this, together with the administration of the affairs of the asso- 
ciation, entailed a heavy expense, to meet which a large propor- 
tion — ^latterly more than half — of the price paid by the mer- 
chant for nails was turned over by the manufacturers into the 
treasury of the association. A fund was thus created for the 
carrying on of the association, for payment of rebate to jobbers, 
for subsidies to outside makers, etc 

Another essential feature of the association's working was the 
control of the jobbers, who were • * • prohibited from ' 
purchasing nails made by outside manufacturers and from sell- 
ing below the association prices. This involved the establish- 
ment of an elaborate system of prices, perhaps more detailed 
and comprehensive than was ever oef ore attempted in the hard- 
ware line. 

Immediately after its organization the pool advanced the prices 
of nails to an exorbitant figure. The " base " price was raised from 
$1.20 per keg in June, 1895, to $2.55 by May, 1896, or in less than 
twelve mmiths. The real advance, however, was considerably greater 
than these figures indicate, owing to certain changes made in the 
methods of quoting nail prices. Thus, while the old base price 
applied to certain sizes of nails, no sizes were sold at the new base 
quotation, but instead large " differentials " were added for even 
the cheapest grades of nails. This feature of the nail " card," as it 
was called, was a source of acute irritation to customers of the pool. 

The pool had a comparatively brief existence. About the first of 
December, 1896, or some eighteen months after its organization, it 
suddenly collapsed. Its failure was directly attributed at the time 
to the great increase in competition which resulted from its policy 
of exacting high prices. Such competition, as already pointed out, 
was facilitated by the fact that only a very moderate investment was 
necessary to enter the business on a commercial scale. 

The steel-billet pool. — This pool was formed in April, 1896, 
under the name of " The Bessemer Steel Association of the United 
States." The agreement, which was along the same lines as that of 
the steel-rail pool, provided for a definite allotment of tonnage among 
the members, the maintenance of prices, the payment of penalties 
for exceeding the tonnage allotments, and compensation, on the other 
hand, to those members who did not make the maximum production 
to which they were entitled. 

The billet pool had a stormy existence from the start. This was 
due partly to the fact that it failed to include several important t 
4525°— 11 7 ......-, - ^^IC 
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manufacturers of billets, but more particularly to internal dissen- 
sions. An especial source of weakness was that while some of its 
members made nothing but the cruder steel products, such as billets, 
slabs, etc, and were therefore dependent upon the outside market, 
several of the larger concerns in the pool had their own finishing 
mills, which thus afforded them an outlet for a large quantity of 
their semifinished steel. The agreement as originally drawn up did 
not cover billets thus used by pool members themselves in the manu- 
facture of finished products. As a result, such concerns took advan- 
tage of the situation by entering into heavy sales of finished material, 
and at prices so low that outside finishing mills were unable to com- 
pete and at the same time pay the pool price of billets. Consequently 
there was a heavy reduction in the trade demand for billets, and 
■ those members of the pool who were dependent upon this outside 
demand naturally became intensely dissatisfied. As a result of these 
conditions, the pool was apparently on the point of disruption during 
the summer and fall of 1896, In November the arrangement was 
amended by including in the tonnage allotment steel used by pool 
members in this manufacture of finis^hed material as well as that sold 
in the cruder form^. This change, however, had hardly been accom- 
plished when fresh difficulties aro^ over alleged bad faith of some 
of the members. In the first week of December, 1896, one member 
of the pool, the Bellaire Steel Company, formally announced its with- 
drawal. This action was promptly followed by the collapse of this pool. 

The ore pool. — This pool, which was called the Bessemer Ore As- 
sociation, embraced the leading ore-producing interests in the Lake 
Superior region. The keen competition which ordinarily exists in a 
mining business where ownership of ore properties is scattered was 
intensified by the commercial panic of 1893, and profits, for many 
mining concerns, had practically disappeared. The pool agreement 
contemplated a rigid control of the business. Aside from fixing 
prices for ores, it also undertook to make a definite allotment of pro- 
duction, both as to mining ranges or districts and also as to the in- 
dividual mining companies included in its membership. 

Owing to important changes in the ore industry in 1896, some of 
which are noted later, the ore pool was threatened with disruption, 
and in the spring of 1897 it seemed almost certain that no agreement 
would be made for the coming season's business. An arrangement was 
nevertheless entered into by some of the leading producers, but on 
a very much lower basis as to price. Thus, whereas the standard price 
for Gogebic ores in 1896 had been $4 a ton, the basis in the 189t agree- 
ment wan about $2.75,' 

Other pools. — Among other similar agreements in the steel in- 
dustrv in the middle nineties was that in structural steel, which un- 
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dertook, in addition to the maintenance of prices, an allotm^it of 
tonnage ; another Important combination was the cast-iron-pipe pool, 
which was eventually declared illegal by the Supreme Court of the 
United States,' 

Gentlemen's aobeements. — These organizations were so numerous 
as to forbid specific description. It is safe to say that hardly any 
branch of the iron and steel industry was entirely free from such 
efforts to secure control of prices. The gentlemen's agreement proper 
was distinguished from the pool in that no formal organization for 
regulating output or prices existed, the efficacy of the agreement sim- 
ply depending upon the faithfulness of the members in maintaining 
informal pledges. Such gentlemen's agreements contained no provi- 
sion for forfeits in case of infraction, or for the acquisition or subsi- 
dizing of outside plants to prevent competition. 

Section (!. Weakness of pool agreements a oontributory canse of the or- 
ganization of corporate oonsolidations. 

Notwithstanding the various attempts at combination by means of 
pools and other agreements, such as those described in the preceding 
section, the statement holds true that competition was the dominating 
feature of the iron and steel industry in the early and middle nine- 
ties. This is, indeed, really indicated by the great difficulty experi- 
enced in maintaining pool agreements, which of course had no legal 
sanction. With the exception of the steel-rail pool, most of these 
organizations had a precarious existence, the agreements being sub- 
ject to frequent violation. In the latter part of 189C, and the early 
part of 1897 in particular, there was a rather general abandonment of 
such combinations. Thus, the collapse of the wire-nail and billet 
pools was soon followed by the disruption of the steel-rail pool itself ; 
a number of other similar agreements were also abandoned, at least 
temporarily, about this time. (In many instances similar agreements 
were again entered into at a later date. This matter will be dealt 
with in a later part of the report.) 

These experiments at combination, however, undoubtedly tended to 
hasten the progress of the consolidation movement proper. The suc- 
cess, even though brief, of some of these pool organizations in secur- 
ing large profits for their members had illustrated the advantages of 
concerted action. At the same time the low prices which followed 
the disrupticm of these associations, coming as they did after several 
years of acute depression in the industry, had a very discouraging 
effect, and manufacturers were ready to listen to almost any plans 
which promised increased profits. The failure of these pool agree- 
ments was, therefore, promptly followed by schemes for still more 
comprehensive and more permanent organizations. Thus, on the col- 
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lapse of the wire-nail pool, several of the leading makers of wire 
nails, together with promoters, planned an absolute consolidation of 
the principal wire-nail interests of the country into a $75,000,000 cor- 
poration. This project fell through just as it appeared to be on the 
eve of consummation. However, about three weeks later a partial 
consolidation of wire interests was effected, and in January, 1899, 
practically the entire industry was concentrated in the hands of a 
single company. {See p. 129.) Similar consolidation schemes were 
taken up in various other departments of the steel industry. While 
these were not completed at once, the consolidation movement ac- 
quired a distinct impetus in 1897. 

This new tendency of combination efforts was clearly recognized at 
the time, as may be seen from the following excerpt fr<Mn a review by 
the Pittsburg correspondent of the Iron Age, published in the issue 
of that periodical for December 30, 1897 : 

In writing under this head last year we said that there seemed 
to be cmly one way to successfully carry on business, and that 
was on the principle of " the survival or the fittest." Events of 
1897 have confirmed this statement. The rail, beam, nut and 
bolt, and other pools have been dissolved, and the business goes to 
those concerns oest equipped to take it. The rail pool was un- 
doubtedly the most successful ever formed and made immense 
sums of money for the concerns composing it. In time, however, 
it became impossible to hold it together. Competition had 
sprung up and the subsidies demanded by outside concerns were 
so large that to pay them was becoming a burden, 

« ' a »i * * * « 

The collapse of these pools showed very conclusively that 
pools, even where there were penalties involved, were not always 
successful, and another method of controlling certain lines of 
manufacture is being tried. This is by outright purchase and is 
now under way in the rod and wire trades. * * * Another 
deal which has been on the carpet for some time is an amalga- 
mation of the bridge-building interests. 

Section 6. Coasolidation movement hastened by change in policy of 
Carnegie Steel Company toward ore supplies, 

A specific influence which hastened outright consolidation in the 
steel industry was a radical change on the part of the Carnegie inter- 
ests in their attitude toward ownership of ore reserves. The com- 
parative indifference of the Carnegie concern in the early nineties 
to the control of ore properties was abandoned in the latter part of 
1896, when the company executed a contract with the Lake Superior 
Consolidated Iron Mines (owned chiefly by Rockefeller interests; 
see p, 147), providing for the lease, for a period of fifty years, of ore 
properties capable of furnishing a large annual tonnage, at a royalty 
of 25 cents per ton. An important feature of the contract was that 
the transportation of this ore was to be over the Duluth, Missabe »n^ 
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Northern Eailway (the stock of which was held by the Lake Superior 
Consolidated Iron Mines), and down the Lakes in the vessels of the 
Bessemer Steamship Company, which was also a Rockefeller concern. 
Indeed, the contract appears to have been entered into by the Rocke- 
feller interests mainly because of the assurance of a liberal tonnage 
for their rail and steamship properties thus afforded. 

The circumstances which brought about this important deal are 
not definitely known. On the one hand, it was reported that the 
Carnegie interests had threatened to secure their ore supplies else^ 
where unless the Lake Superior Consolidated Iron Mines agreed to 
this arrangement. On the other hand, there had been rumors that the 
Rockefeller interests were about to engage in the manufacture of 
steeL 

The announcement of this arrangement practically demoralized 
the ore industry for the time being. Prices of iron-mining stocks 
dropped sharply. In this connection it may be noted that Henry W. 
Oliver, in a letter to H, C. Frick, chairman of the Carnegie Steel 
Company (Ltd.) , under date of July 27, 1897, said : ' 

I desire to impress upon you the fact, that if it had not been 
for our Rockefeller-Mesabi deal of last year, with the consequent 
demoralization in the trade caused by the publication thereof, it 
would not have been possible for us to now secure the other 
Range properties I propose to acquire, either by lease or for any 
reasonable price. We simply knocked the price of ore from $4 
down to, say, $2.50 per ton. Now let us take advantage of our 
action before a season of good times gives the ore producers 
strength and opportunity to get together by combination. 
In the steel industry the news of this transaction was very generally 
accepted as a depressing influence and as equivalent to a declaration 
on the part of the Carnegie interests that they proposed to put them- 
selves in .an impregnable position by effecting every possible economy 
in manufacture. The Chicago correspondent of the Iron Age re- 
ferred to the transaction as " another decidedly depressing influence 
which is taken as portending much lower prices in the future." 

The Carnegie interests were not slow to take advantage of this 
situation, and they followed up this deal by the lease of a large num- 
ber of other mining properties in the Lake region, imtil, a few years 
later, they controlled an extensive reserve tonnage. The great bulk 
of these acquisitions was through lease and not by purchase in fee, 
so that only a comparatively small amount of capital was required 
for this purpose, (See p. 216,) 

These leases of iron-mining properties by the Carnegie concern 
created a profound impression upon the trade. Statements were 
repeatedly made that the Carnegie Steel Company (Ltd.) proposed 

'"Tbe Inside History of the C&rnegle Steel Company," by J. H. Bridge. Ur. Oliver, 
vho Iras closel; silled with tbe Csrnegle InterestB, was at that time orgliig the pnrcbaw , 
bf th«m ot Beveral Importnnt iron mlnea. .,..,.. ^, ^ il 
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to make itself the dominating factor in the industry,* These acquisi- 
tions of ore property by the Carnegie interests were generally taken 
by other large steel manufacturers as a warning to strengthen their 
own positions with respect to reserves of ore and coal. Predictions 
were made by trade authorities at the time that the Carnegie pur- 
chases would be followed by a similar expansion or merger on the 
part of some of the rivals of that concern. These predictions proved 
to be well founded. Thus, in the summer of 1898, or within about 
eighteen months after the Carnegie-Rockefeller deal became generally 
known, the Illinois Steel Company and the Minnesota Iron Company 
were formally consolidated, together with some other properties, into 
the Federal Steel Company. (See p. 117.) As already stated, the 
ownership of the Illinois and Minnesota concerns had for some time 
been in part in the same hands, but the formal merger of these prop- 
erties appears to have been hastened by the aggressive policy of the 
Carnegie interests. About the same time, moreover, several other 
consolidations in the steel trade wei-e seriously considered and, al- 
though these projects were not then consummated, they well illustrate 
a tendency which rapidly became general in the industry. 

It is not intended to say that this change in the policy of the Car- 
negie Steel Company (Ltd.) was a principal cause of consolidation in 
the steel industry. Instead, the new policy of that concern was as 
much a result of broad changes in underlying trade conditions as a 
cause of such changes. This new departure on the part of the 
Carnegie concern, however, unquestionably did tend to focus the 
attention of the industry as a whole upon the growing tendency 
toward concentration and integration, and thus gave that tendency a 
still further impetus. A special reason for this was the practical con- 
sideration that these acquisitions of the Carnegie Steel Company 
(Ltd.) gave it many strategic advantages which tended to force a 
similar policy upon its rivals in mere self-protection. 

II. COITSOLIDATZON HOVEUENT, 1898-1900. 
Section 7. Fhenomenal process of consolidation in all indnsthes in these 
years. 

The rather general failure of pool agreements and the growing 
tendency toward integration both favored the progress of outright 

' The EuglneerlDg aod Mlolng Jouroal. In its Issue ol Jaauarj 2. ISST. in revlenlnE 
the Iron and Bteel market tor 18Q6. said : 

The eituatlnn tn the steel market 1b now practlcallj that the Caroegle compaaj 
controls its own supply of ore ; controls at a fixed rate all the Ijke transportatlM 
which It Deeds ; has well adTanced toward completion a railroad Hoe ot Its own 
from the nearest Lake port to Its PittBhurg mills, on which tbe cost of transpor- 
tation will be reduced to a minimum, and Inally, through Its auiUlarj, tbe H C. 
Frlck Comnan;. eootrols tbe greater part of the output ol the Conaellavllle coke 
r^lon. mth Its enocmoue plant, to which all the latest Improvements and eeoa 
omles have been added, and with its raw materials praeticall; furnished at bare 
cost, this ccHupany Is Dot only Id a position to make steel cheaper than any olk^r 
producer: it Is so situated as to be absolutely In control of tbe market, and make 
the prices ot steel what It will. We have had pools and combinations vltbout 
Dumocr In the Iron market In this country, but never before a position like this, m 
which a single company could ebsolulely dominate the trade, and make any eombliO' 
tlon whlcb can be formed simply the repisler ot lis own wishes. The BltuatlOD Is ao' 
altosether a comfortable one, aod many are looking auloosly for the remit. 
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consolidation in the steel industry. In the late nineties tliis move- 
ment assumed phenomenal proportions. It was not, howevei', con- 
fined to the iron and steel industry, but was characteristic of prac- 
tically all the leading industries of the country at that time. The 
proportions of this consolidation "craze," as it is sometimes termed, 
may be appreciated when it is stated that the authorized capitaliza- 
tion of industrial consolidaticHis, exclusive of consolidations of steam 
railways, street railways, gas, electric lighting, and similar public- 
utility concerns, exceeded for the single year 1809 a total of $2,000,- 
000,000.^ This enormous figure, however, really gives only an inade- 
quate idea of the extent of consolidation in that year, since other 
similar projects, representing in the aggregate a capitalization of 
over $1,000,000,000, were seriously undertaken, but finally abandoned 
or deferred, largely owing to unfavorable developments in the stock 
and money markets, which in turn were chiefly attributable to the 
enormous congestion of securities created in that year. 

Section 8. Extent of coosolidation in the iron and steel indostry In these 
years. 

The extent of consolidation in the iron and steel industry in the 
three years 1898-1900 was such as to transfer to less than a dozen 
concerns more than one-half of the steel-making capacity of the 
country, so far as primary products are concerned. Three important 
concerns— the Fedei'al Steel Company (see p. 87), the Carnegie Com- 
pany of New Jersey (a reorganization of the former Carnegie and 
Frick interests), and the National Steel Company (a merger of 
several crude steel manufacturers competing with the Carnegie and 
Federal concerns, chiefly in Ohio) — tc^ther secured probably not 
less than 45 per cent of the steel-ingot production of the country. 
Over 90 per cent of the wire and wire-nail business was transferred 
to a single concern, the American Steel and Wire Company of New 
Jersey.^ A large percentage of the production of welded tubes and 
bridge fabrication was acquired by the National Tube Company and 
the American Bridge Company, respectivelyj while the American Tin 
Plate Company secured a practically complete monopoly of its 
branch of the industry. The greater part of the sheet -steel business 
was similarly transferred to a single organization, the American 
Sheet Steel Company, while a smaller combination, the American 
Steel Hoop Company, merged the leading makers of steel hoops and 
cotton ties. Mention may also be made of the Shelby Steel Tube 
Company, a consohdation of practically all manufacturers of seam- 
less tubing. Besides these consolidations which, as shown later, were 

' Journal of Commerce and Commercial Bullelln of Deceml>er 30, ISBO. 
•TUa concern, as polnled out on page »1. was preecdwl Dy a amaller, but ImpDi'taiit, 
consoUdBtloQ. the American Sleel and Wire <:ompBny of Illinois. 
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acquired by the United States Steel Corporation, several others were 
formed in the iron and steel industry at this time. 

Some idea of the extent of the consolidation movement in that 
industry, as well as the enormous issue of securities which accompanied 
it, is afforded by the following table, which gives the leading iron 
and steel consolidations and their stock and bond issues. For con- 
venience, the concerns given in the table are segregated into those 
which were later merged into the United States Steel Corporation 
and those which were not The authorized instead of the issued 
capitalization is given. In most cases practically the entire amounts 
of stock authorized were actually issued. A conspicuous exception 
occurred in the case of the Federal Steel Company, which issued 
only about one-half of its $200,000,000 stock. About $4,500,000 of 
each class of the stock of the American Bridge Company was unissued, 
and several millions in the case of the American Tin Plate Company, 
the American Sheet Steel Company, the Republic Iron and Steel 
Company, the United States Cast Iron Pipe and Foundry Company, 
and a few others. The exact amounts of stock issued by most of 
these concerns appear elsewhere in the report. 

Tabu l.— LEADING CONSOLIDATIONS IN THE IRON AND STEEL INDUSTRY, IRBS-IMO. 
±. CoiuolidaUona later merged into the United States Steel Corporation. ' 
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920,000,000 


513,000,000 









I As Doled in the text, la moat cas«s ptsct IcbU; bU of the authoriisd securities were actually bsued. Ttie 
most consplcnoos exceptions in this list were the Federal Steel Company, which issued rather ieas th*" 
(100,000,000 o( stock; the American Bridge Compan;, which issued ori^naily about 130,500,000 of each 
class; and the American Tin Plat« Company, which retained in its treasury about 12,000,000 prelerred and 
(2,000,000 common Btock. 

■ Ttiis lUlDoiB compuiy wuin I SW merged Into the New Jersey conocm of (be same name. 

1 Underlying bonds. 

< Does not include t6,41B,T00 hidebtedness incurred shortly alter the organiEatiDD of Ihe corDpony. 

• This company waa a consolidation of Interests, most of which were previously aSUlated and not coD- 

• Inchidlnc, hi addition to the tl 60,000,000 bond iame of the Camegie Company at New Jersey, (25,081,813 
otiudeclylng Indebtedness, this Inciadlng purohasfr-mooey obllgstians, and not menly boods. 
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' Several ot tbe concerns In this Etouphsdnot issued the full amount of tbeir capltsULBtlon. Tbemoit 
conapicuoua mslance? ware tlie NatkmaJ Enameling and Stamping Company, v^ich had Issued about 
121 ,700,000 of ilsatook: the Stoes-SI»ffleld8(eelandlrcFn Company, theiB>iiedslixtkDfwlilDliira3tl4,20D,OOa; 
aod the Republic Iron and Bleel Compeuy, which reUlned la its treaiuiy about I7,mO,O0O of lis stDck. 

' The capitalliation of these concerns was later reduced. 

■Underlying bonds. 

The companies here given are chiefly those producing crude steel 
and the less highly finished forms of iron and steel products, such 
as rails, beams, bars, nails, tin plate, sheets, and pipe. The table 
does not include a large number of consolidations in the machinery 
trade or similar branches of the industry — such, for example, as the 
American Bicycle Company, with $30,000,000 capital; the Otis Ele- 
vator Company, with $11,000,000 capital; the International Steam 
Pump Company, with $27,l>00,000 capital ; the American Radiator 
Company, with $10,000,000; the United Shoe Machinery Company, 
with $25,000,000 ; not to mention many others of almost equal size.' 

A discussion of the enormous overvaluation involved in these 
figures of capitalization is reserved for the later chapters. It is 
sufficient to point out here that the issues of securities greatly ex- 
ceeded the value of the assets acquired. This is indeed shown by the 
mere statement that a very common practice in the organization of 
these concerns was to issue preferred stock up to the full appraised 
value of all the assets, including working capital, and in addition an 
equal amount of common stock as a bonus, over and above which also 
large amounts of stock— frequently millions of dollars — were often 
issued to the promoters of these consolidations for their " com- 
mission." 

'The figures o[ capital stook iasues here gtven are the amouats aathorlied at the time 



„ Google 



82 THE STEEL INDUSTET. 

Section 9. Oeneral causes of oonsolidation in the steel indostry, 1898- 
1900. 
While the failure of the various pools in the iron and steel trade 
to establish permanently effective control over the production and 
prices of iron and steel products was undoubtedly an important causy 
of outright consolidation as a surer method of restricting or elimi- 
nating competition, consolidation was not, however, resorted to for 
this purpose alone. ^The underlying causes of consolidation in the 
■ steel industry, which were substantially the same as those operating 
in other great industries, may be defined as follows: 

1. The restriction of competition. 

2. Integration; that is, the linking-up of productive processes 
through the acquisition, under one control, of raw materials and 
manufacturing plants (and in some cases transportation facilities), 
and through extensions and coordination of manufacturing processes. 

3. The creation of a great amount of inilated securities. 

The first of these causes, namely, the restriction or elimination of 
competition, was undoubtedly the most potent. Indeed, the organ- 
izers of some of these great consolidations have admitted that a de- 
sire to control or eliminate competition was the chief reason for their 
formation. This was undoubtedly true of many consolidations in the 
steel industry. The iron and steel business in the United States, 
taken as a whole, had been e;itremely profitable, but the acute and 
extended commercial depression which occurred in the middle nine- 
ties sharply reduced profits, and steel manufacturers wwe attracted 
to consolidation as a means of increasing their returns. At the same 
time, moreover, there occurred great changes in the organization of 
the industry and in conditions of production, which resulted in 
sharper competition, generally speaking, than had previously pre- 
vailed. It is true that the low prices in the iron and steel trade at 
this time were largely due to lower costs of production consequent 
upon the changes in the new conditions of production, particularly 
with respect to the production of the chief raw material — ore — and 
with respect to more economical methods of manufacture. Not all 
producers, however, had adjusted themselves to these new conditions, 
and, moreover, the advantages of these lower costs were largely offset 
by severe competition, so that as a whole there can be no doubt that 
profits in the industry at this period were comparatively low. 

Under these conditions it was difiicult to maintain pools. The fact 
that they were expressly prohibited by law, even though the law was 
not often appealed to, was a further source of weakness in such agree- 
ments. An outright consolidation of competing interest^,'liowever, 
pr(«nise(J to afford not only a surer means of restricting cMnpetition 
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(and one perhaps less likely to be attacked in the courts), but at the 
same time to furnish other advantages,' 

The second cause, namely, the integration of industry (that is, the 
opportunity of securing economies and commercial advantages 
through larger and more highly coordinated enterprises), also had 
considerable influence in the formation of certain types of consolida- 
tion. This was especially true in the steel industry, where such in- 
tegration has been introduced to an exceptional degree, extending 
from ownership and production of tjie primary raw materials to the 
manufacture of the finished product, and involving extraordinary 
improvements in methods of operation. The rapid industrial de- 
velopment of the country and the decreasing charges for transporta- 
tion combined in the late nineties to extend the available or accessible 
marketing areas of all manufacturing enterprises, and therefore 
favored a great increase in the scale of production. The technical 
conditions of production also encouraged the development of plants 
of great capacity, particularly the increasing substitution of ma- 
chinery for hand labor; integration, moreover, made possible the 
introduction of other important economies. 

It is worth pointing out that the technical economies of integration 
were chiefly connected with combining and coordinating the suc- 
cessive stages of manufacture, which resulted in the saving of fuel 
for reheating the metal, of labor and time in the moving or handling 
of material, and in the utilization of by-products, such as blast- 
furnace gas. 

As distinct from economies thus brought about through such en- 
largement and coordination of plants, consolidation afforded a means 
for saving the payment of profits to others on the purchase of ma- 
terials, A conspicuous illustration of such commercial advantage 
through integration is found in the acquisition by large iron and 
steel manufacturers of control of extensive reserves of raw mate- 
rials — ore andVoal. Whereas in the beginning of the nineties most 
manufacturers, as already stated, were largely dependent upon the 
open market for their requirements of ore, by the close of the decade, 
as 3 result of this change, the control of lai^ ore reserves had come 
to be regarded as essential to successful continuance in the industry. 
The great bulk of the iron-ore deposits of the Lake Superior region 
had by 1900 passed under the control of less than a dozen interests, 
chiefly steel-making concerns. The most desirable coking-coal fields 
of the East had been secured, largely by the same steel-making in- 
terests, with almost equal rapidity. 

One of the chief advantages to be gained was the saving of the 
payment of profits to others on such materials. In the case of ore 

"*flowever, as already paioUd out. pool agreements were not entlrelj abandoD«<I. 
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'in particulJir this was an important consideration because of tlie 
rather effective control of ore prices from time to time by ore pools. 
The acquisition of such supplies of raw material, and the accom- 
panying saving of expense thereby by one interest practically forced 
a similar policy upon others. If certain manufacturers were inde- 
pendent of the producers of raw materials or intermediate products 
through the operation of their own ore and coal mines, and the pro- 
duction of their own coke, pig irouj and crude st^l, etc., obviously 
such manufacturers as were not in an equally independent position 
were exposed to considerable danger if the prices of any one of these 
raw materials or intermediate products were raised to a high level. 
Under such circumstances they would be obliged to pay high profits 
to the producers of such raw materials or intermediate products, 
while they would have to compete in the sale of finished articles with 
other producers who were not at that disadvantage. Indeed, it might 
happen at times that there would be much difficulty in getting the 
needed quantities of materials or intermediate products at all. Thus, 
when the integration of the various stages of production is extended 
to include the mining of raw materials and transporting them to the 
manufacturing plant, the advantage from integration is usually 
COTumercial rather than technical. 

Of course, the saving of the profits thus accomplished ordinarily 
necessitated an additional investment on the part of these steel con- 
cerns. Aside from any saving of profits, moreover, the advantage of 
having the assurance at all times of a liberal supply of raw materials 
was in itself important. 

The third cause above enumerated, namely, the opportunity to ob- 
tain profits from flotation of new securities, was undoubtedly a very 
important influence in the consolidation movement. Indeed, the pro- 
portions of this movement were largely determined by the oppor- 
tunity to market the securities thus created. So long as the demand 
for such issues was maintained the supply was steadily increased. 

The importance of this stock-market factor in the consolidation 
movement, whether in the iron and steel industry or in other indus- 
tries, is too often overlooked. Consolidation, while in large meas- 
ure an outgrowth of technical and industrial conditions, was by no 
means exclusively so. Instead, there was frequently a marked reluc- 
tance on the part of owners to dispose of the businesses which they 
had built up, and in many cases the controlling inducement to sell 
out was the enormous price obtainable in the securities of these great 
consolidations. 

The profits from this source were of two kinds — first, those made by 
the manufacturers who took stock in the new consolidations for the 
property or businesses which they transferred ; and, secMid, those made 
by the promoters of these companies. In most cases the profit de- 
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pended upon the issue and sale to the public of stocks and securities ^ 
of a par value greatly in excess of the aggregate values of the assets 
of the consolidations thus formed ; in other cases, the fact that a con- 
solidation was so comprehensive as to give a substantial monopoly in 
a particular branch of the business made it possible ior the former 
owners to realize a liberal profit by retaining the inflated securities 
thus created, and receiving the dividends paid thereon. 

The huge " commissions," so called, obtained by the promoters of 
some of these concerns are discussed elsewhere. They frequently 
amounted to millions of dollars. (fia«:pp;:l¥ft^Sflt-) Out of the pro- 
ceeds of such stock commissions usually some organization expenses 
had to be niet, but in the main these commissions were intended as 
■j^-' ^^pensatiwi~t» the promoters of these consolidations. It should be 
noted that the size of these commissions frequently was fixed by the 
promoters themselves, since they determined the capitalization of the 
consolidated company. ,-' 

Section 10. General d«cription of principal coniolidations sabseqaently 
forming: the United States Steel Corporation. 

For a satisfactory discussion of subsequent developments in the 
iron and steel industry, a brief description of some of the principal 
companies enumerated in the preceding section is desirable, especially 
those which, as indicated in Table 1, later constituted the United 
States Steel Corporation. 

Carnegie Company (op New Jebset) . — ^This cwnpany was formed 
in March, 1900, as a rewganization and merger of the various Carne- 
gie interests and the H. C. Frick Coke Company. (See p. 150.) It 
had an authorized capitalization of $160,000,000, and an authorized 
bond issue of the same amount. The new company did not go out- 
side of this previously affiliated group of interests, and was, therefore, 
a reorganization rather than a consolidation, in the sense in which that 
word is commonly applied to many of the lai^e corporations under 
discussion. The element of promotion was practically absent. The 
reorganization also resulted in a higher degree of integration. 
Among the more important subsidiary and allied concerns other than 
the H. C. Frick Coke Company were the Oliver Iron Mining Com- 
pany, in which the Carnegie interests had by this time acquired a 
five-sixths share; the Pittsburg, Bessemer and Lake Erie Railroad, 
in which a majority stock interest was owned; the Union Railroad 
Company, operating a terminal railroad at Pittsburg; and various 
gas, water, and dock conpanies, as well as other miscellaneous 
interests. 

The Carnegie Company was the largest single tmit in the steel 
industry in the period under discussion. All of its manufacturing 
properties were concentrated in or near Pittsburg, this compactness 

If 



»6 THE STEEL INDU8TBT. 

of plant being a conspicuous feature of its organization. Its great 
size had been attained chiefly by an expansion of its own plants, or 
by the addition of concerns in correlated industries, such as coal and 
transportation, rather than by the absorption of competitors. An 
important exception to this general statement, however, was the acqui- 
sition of the Duquesne works. The company was noted for the 
efficiency of its management, its financial strength, and conservative 
policy with respect to the reinvestment of profits in the business, and 
by the fact that its securities were not publicly on the market, but 
held by a comparatively few individuals who had long been identified 
with the active conduct of the business. The company was, in fact, a 
close corporation, with practically no outside affiliations. 

The Carnegie interests had by the beginning of 1900 become very 
strongly entrenched with respect to the reserves of all the principal 
raw materials. The company had assured itself of a long-time 
supply of very desirable ore in the Lake region. Most of its acqui- 
sitions had been acquired by lease and had involved comparatively 
small initial outlay, the bulk of the cost being paid in yearly instaU- 
ments in the form of royalties (see p. 210) as the ore was actually 
produced. With respect to coal and coke property the Carnegie 
interests — through the H. C. Frick Coke Company— had made very 
extensive purchases long before the era of consolidation. On the 
reorganization of the Carnegie interests in 1900 the H. C. Frick 
Coke Company held 40,000 acres of coking coal lands in addition to a 
large amount of surface land, about 11,000 coke ovens, aside from a 
large amount of mine equipment, dwellings, and miscellaneous prop- 
erty. The coking coal lands owned by the Frick company formed 
one of the most valuable assets of the Carnegie concern. The Car- 
negie Company also had very valuable natural-gas properties in the 
vicinity of Pittsburg. 

While the company did not control the transportation of its ore _ 
by rail from mines to the head of the Lakes,' as did the Federal Steel 
Company, it acquired a fleet of six Lake ore vessels in 1899, and 
rapidly added others so that by tlie end of 1900 it was in a position 
to transport a very considerable part of its ore down the Lakes in its 
own boats. Moreover, as early as 1896, the Carnegie interests had 
acquired the Shenango and Lake Erie Railroad, running from Con- 
neaut to Pittsburg, and also the Butler and Pittsburg Railroad, then 
under construction, both of which were consolidated in the latter 
.part of 1896 as the Pittsburg, Bessemer and Lake Erie Railroad. 

'The Carnegie interests appear at one time to have coo tem plated tbe construction of 
a railroad of tlieir own Irom some of their mines on tbe Mesabl Bangs to the bead of the 
I^^lces. In the late summer of 1899 the; organized the V[rglnlB-E1; Railroad Compan; 
under Minneeota laws. The project was. however, bood abaDdoned, apparently as tbe 
result of further contracts made b; the Carnegie coaeem with the Rockefeller IntereBte 
lor a supply of ore and aiso for the transportation of ore to lower l.alte points. These 
contracts, it should be noted, were quite distinct from the important arrangement of a 
similar cbaracter made between the same interests In 18S6, as slread; described. (See 
p. 70.) - ■ -- : --- - >■- 
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Immediately upon the acquisition of these railroads, the Carnegie 
inteirests virtually reconstructed them with a view to effecting the 
transportation of ore at a minimum cost. The size of the equipment, 
hoth engines and cars, was enormously increased, bridges were 
strengthened, and the road in large measure rebuilt. The most 
modem methods of unloading ore from steamers to cars at the 
docks and from the cars to furnaces at Pittsburg were introduced. 
The result was a very pronounced increase in the average train 
load and a marked reduction in transportation and handling costs 
per ton. 

It is worth repeating that the Carnegie interests long before this 
had owned the Union Railroad, a belt line in the Pittsburg district, 
which added greatly to the efficiency of their plants. 

The chief business of the Carnegie concern ' was the manufacture 
of heavy steel products, such as steel rails, plates, axles, structural 
8t«el and bridge material, and various kinds of crude steel for the 
trade. Its annual capacity of ingots was about 3,500,000 tons and its 
capacity of finished products rather more than 3,000,000 tons, thus 
placing the company well in advance of its largest competitor, the 
Federal Steel Company, with respect to size. Its ingot production 
in 1900 was about 18 per cent of the country's total. It conducted 
every stage in the manufacture of its various products from the pro- 
duction of the raw materials up. Generally speaking, the Carnegie 
interests, up to the date of the organization of the New Jersey com- 
pany, had confined themselves largely to the manufacture of heavier 
steel products of the character just described. Many of its best cus- 
tomers were manufacturers of finished steel, such as wire products, 
tubular goods, tin plate, and sheet steel. The company was, however, 
in a position to engage at short notice in the manufacture of more 
highly finished products, a fact which, as shown later (see p. 104), 
proved to be an exceedingly important consideration in bringing 
about the organization of the United States Steel Corporation- 

Federal Steei. Company. — This company was formed in Septem- 
ber, 1898, with $200,000,000 authorized capital stock (of which about 
$100,000,000 was issued). It was a merger, through stock purchase, 
of the Illinois Steel Company, operating several large steel plants in 
or near Chicago and another at -Milwaukee; the Minnesota Iron 
Company, which had extensive ore properties on the Vermilion Bange 
and which also owned the Duluth and Iron Range Railroad and the 
Minnesota Steamship Company, thus providing for the transporta- 
tion of its ore from mines to lower Lake ports ; also, the Lorain Steel 
Company and the Johnson company (of Pennsylvania), with plants 

'Tbe Carnegie Company of New Jereey waa a holding companf. At Its orgscluitlon 
the properties ol t>ie old Carnegie Steel Compen; (Ltd.) were placed under the control 
It a new concern, the Carnegie Steei Company of Pennsylyanla. F 
dUcuBSton b«re given, these intercompany relittlonshlps are Ignored. 
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at Lorain, Ohio, and Johnstown, Pa. The consolidated company 
also acquired the stoc^ of the Klgin, Joliet and Eastern Railway, a 
line of some 180 miles intersecting practically every railroad entering 
Chicago. This road directly served the Joliet works of the company 
and afforded connections with its other plants. The Illinois Steel 
Company itself also controlled a railroad, the Chicago, Lake Shore 
and Eastern, which connected its various plants in and about Chicago. 

The Federal Steel Company, like the Carnegie Company of New 
Jersey, was a holding company. Although a combination, the chief 
object of its formatiwi apparently was not so much to eliminate com- 
petition as to secure an organization which should to a large extent 
be independently situated with respect to ore, fuel, and transportation, 
as well as manufacturing plants.^ Moreover, while the two principal 
constituent concerns, the Illinois Steel Company and the Minnesota 
Iron Company, had been officially independent of each other, their 
securities had to some extent been owned by the same persons, so 
that the consolidation was really a welding of what might be called 
friendly rather than hostile interests. 

The similarity between the Federal Steel Company and the Car- 
negie Company extended to the character of their output, the princi- 
pal products of the Federal concern being steel rails, billets, plates, 
structural shapes, and other heavy lines and, like its Pittsburg rival, 
many of its best customers were themselves steel manufacturers. 
The annual ingot capacity of the company at the time of its Cffgani- 
zation was placed at about 2,000,000 tons. Its production, however, 
was considerably less, but represented about 15 per cent of the coun- 
try's total at the date of its organization. 

It will be noted that the Federal Steel Company's manufacturing 
properties were rather widely scattered, the company having plants 
at Milwaukee, Wis,, Chicago and Joliet, 111., Lorain, Ohio, and Johns- 
town, Pa. In this respect it differed sharply from the Carnegie 
concern, all of the manufacturing properties of which were compactly 
located in the Pittsburg district. 

The extensive coal and ore properties brought into the consolida- 
tion by the constituent concerns were steadily added to by the Fed- 
eral Steel Company management, and in numerous other ways the 
policy of integration which was already marked was carried further- 
Through the Illinois Steel Company it acquired some additional ore 
land in the Lake region and a considerable tract of coking coal land 
in the Connellsville dbtrict. 

■ In thta CDnnectloD the toUoirlDg ezcerpt from the flrat annual repoH ol the companf 
ma; be dted : 

The plan Is to own and coDtrol sufficient Iron ore. coal, coke, and- Umeatone bdI 



other raw products to Bupply all of the mllla of the conatitoent' coropanlea 

and coDtrof adequate (acfiufee tor tc .-•.— --.- — -— —' — — . 

utacture BDd deliver flnished Bteel. a 
tlie same with the greatest economy. 



rroductB to Bupply a 
adequate (actlitfee tor transportation both o .._ 

utacture BDd deliver flnished Bteel. and to transact aJI bualaeaa in coimectloD « 
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With respect to transportation facilities, it is apparent that the 
Federal Steel Company was exceptionally well situated. Aside from 
owning the Duluth and Iron Range Eailroad for the transportation 
of its ore from mines to the head of the Lake, the operation of the 
company's various properties was greatly facilitated by its owner- 
ship of other railroad properties, particularly the Elgin, Joliet and 
Eastern. Through the Minnesota Iron Company, moreover, the 
Federal Steel Company, at its organization, secured a fleet of 9 steel 
steamers and 7 steel barges, thus making the cwnpany largely inde- 
pendent of outside vessel interests for the transportation of ore on 
the Lakes. 

Nationai, Steel Comfant. — ^This company, formed in February, 
1899, with $59,000,000 capital stock, all but $1,000,000 of which was 
issued at the time, ranked next in size to the Carnegie Company and 
the Federal Steel Company. It was a consolidation of several large 
concerns, chiefly in Ohio, making crude steel and heavy steel prod- 
ucts; it also acquired two important furnace companies. It had the 
bulk of the crude-steel capacity in the territory immediately west of 
Pittsburg, other than that owned by the Federal Steel Company. 
While similar to the Federal and Carnegie companies in the charac- 
ter of its output, the National Steel Company differed from these in 
that it was distinctly a combination of previously competing con- 
cerns. A heavy stock bonus to the promoters was another conspicu- 
ous feature of its organization. 'J1ie company was organized by 
W. H. Moore, who had also promoted the American Tin Plate Com- 
pany, and who, prior to carrying through that deal, had never been 
prominently identified with the iron and steel industry. 

The company's total annual pig-iron capacity in 1899 was in the 
neighborhood of 2,000,000 tons, and its capacity for steel about 
1,700,000 tons. Its output of crude steel was about 12 per cent of the 
country's total. Its production was largely confined to semifinished 
steel, such as billets, sheet bars, and tin-plate bars, rather than finished 
products, even in the heavier lines. The company had a ready 
market for its steel production in these cruder forms because of its 
dose affiliation with the American Tin Plate Company and the 
American Steel Hoop Company, and also with the American Sheet 
Steel Company, organized in 1900, all so-called " Moore concerns." 
The last three companies, and particularly the Tin Plate and the 
Sheet Steel companies, depended largely upon the National Steel 
Company for their raw material. 

Through the Ohio Steel Company, one of its constituent concerns, 
tile National Steel Company secured a one-fourth interest in a lease 
of the Biwabik mine, on the Mesabi Range. Shortly after its organ- 
ization the consolidated company bought the Chapin mine, a valuable 
and extensive property, and also the Winthrop, these purchases 
4525°— U 8 ,,. , ._ ,, ' 
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including 9 ore steamers. It also acquired furnace and coke prop- 
erty from the Oliver & Snyder Steel Company, and, in addition, a 
twenty-year contract for s one-sixth interest in the ore production 
of the Oliver Iron Mining Ccanpany, the other five-sixths being 
secured by the Carnegie interests through ownership of a similar 
proportion of the stock of the Oliver concern, (The National Steel 
Company did not acquire any interest in the Oliver company's stock.) 
Thus, at the outset, the company adopted a vigorous policy of integra- 
tion. In fact, integration was carried by this company to a point 
which fairly put it in the same general class with the Carnegie 
Company and the Federal Steel Company, 

Furthermore, the close relationships among the four " Moore " com- 
panies gave the group as a wh<de a further degree of integration, 
particularly with respect to finished lines; that is to say, these com- 
panies as a group carried the production of steel into more highly 
elaborated forms than even the Carnegie or Federal concent 

American Tin Pirate Company. — The American Tin Plate Com- 
pany typifies that class of consolidations which were distinctly lack- 
ing from the standpoint of integration of productive processes, and 
which were primarily designed to control or eliminate competition in 
the sale of products. The element of promotion profits was also a 
conspicuous feature of its organization, no less than $10,000,000 ot 
its $46,325,000 issued stock going for this purpose. {See p. 178.) 

The tin-plate industry had had a phenomenally rapid growth, 
largely owing, no doubt, to the heavy import duty placed upon tin 
plate in the McKinley tariff. Indeed, the industry developed so rap- 
idly that by the late nineties the country's output was practically suf- 
ficient for the home market.' This great increase in production was 
followed by extremely severe competition and sharp reductions in 
prices. The leading ofiicers of the American Tin Plate Company, in 
subsequent testimony before the Industrial Commisfeion, made no 
secret of the fact that a desire to restrict competition was largely re- 
sponsible for its organization. 

As already stated, the company was organized by W. H. Moore in 
the latter part of 1898. It acquired 39 -different plants, embracing 
altogether 279 mills. This comprised almost every concern making 
tin plate at the time, and the new ccanpany had a closer" approach to 
monopoly than did any other large steel consolidation ; indeed, it may 
fairly be termed a monopoly so far as the industry in this country 
was concerned. 

The policy of eliminating competition was still further manifested 
by negotiations undertaken by the company almost immediately after 
its formation to control the supply of tin-plate machinery, with a 

< Occasional exports of tin piste bad, Indeed, been made ; on tbe otber band, some forelKD 
tin plate hub Btlll sent to the Pacl&c coast, ttie relatively low rate bj sailing vessel enabling 
British makers to compete in that section ivltb the Ameriatn product. 
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view of preventing tJie construction of independent tin-plate mills. 
In this it was not altogether successful. A number of independent 
concerns were started ; several of these, however, were speedily bought 
up by the consolidated company, which, for several years, maintained 
not only a dominating, but substantially a monopolistic position in 
its branch of the steel industry. 

The company made practically a single product — tin and teme 
plate. As just shown, it purchased the semifinished steel which it 
needed, largely from the National Steel Company, with which it was 
closely affiliated through more or less cwnmon management. 

American Steel Hoop Company. — This company was organized 
in April, 1899, with $33,000,000 capital stock, all issued. It was pri- 
marily a combination of previously competing concerns, and a desire 
to limit competition and afford a large profit to the promoters was 
undoubtedly the ruling motive in its organization, which was con- 
ducted by W. II. Moore, together with other interests. The company 
was a consolidation of 9 concerns operating blast furnaces and roll- 
ing mills; its principal products were iron and steel bars, hoops and 
bands, cotton ties, and iron skelp. It was comparatively small, with 
an annual output of about 700,000 tons of finished product, exclusive 
of some surplus pig iron. 

Shortly after its organization the company strengthened its posi- 
tion by the acquisition of important ore and coke supplies. As pre- 
viously stated, it was closely affiliated with the National Steel Com- 
pany. 

American Sheet Steel Company. — ^This corporation, organized 
early in 1900, was also one of the group of " Moore " steel companies,^ 
It had $52,000,000 authorized capital stock, of which $49,000,000 was 
issued. It was virtually a counterpart of the American Tin Plate 
Company, in that it was organized to consolidate previously com- 
peting concerns, and in that it was engaged in the manufacture of 
practically a single product — sheets. Its annual capacity was in the 
neighborhood of 500,000 tons, this representing about 70 per cent of 
the country's total capacity at the time of its organization. The 
element of integration was hardly present in its case. 

Ahekican Steel anu Wike Company of New Jersey. — This 
company also falls in that class of consolidations which were chiefly 
due to a desire to restrict competition and to realize a large promo- 
tion profit. The collapse of the wire nail pool in the latter part of 
1896, as already pointed out, was followed by sharp price reductions, 
which promptly led to new efforts to effect a combination in the in- 
dustry along more permanent lines. In March, 1898, several of the 
larger wire concerns were merged into a $24,000,000 concern — the 

'The Moore Intensta sabBeqaently organlESd the American Can Companr. Tbla wu 
nut Bcgolrad l^ tlie United States Steel Corporation. 

c...,.oJ,,C.Ol>^lc 
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American Steel and Wire Company of Illinois. Within a year this 
company was consolidated with most of the outside wire makers into 
the American Steel and Wire Company of New Jersey, with 
$90,000,000 of capital stock, all issued. 

The company's chief products were wire nails, plain wire, barbed 
wire, and wire fencing. It had a rod-mill capacity of something 
over 1,100,000 tons and a capacity for wire nails of rather more than 
10,500,000 kegs.' 

The company at its organization produced a part of its require- 
ments of pig iron and crude steel, so that it enjoyed some degree of 
integration from the start. It immediately strengthened its posi- 
tion in this respect by the acquisition of extensive ore properties in 
the Lake region and considerable coking-coal and other coal land in 
Pennsylvania. One iron-ore mine alone, the Sauntry, was estimated 
to contain anywhere from 25,000,000 to over 75,000,000 tons. In a 
listing application submitted to the New York Stock Exchange in 
August, 1899, or about six months after its organizaticm, the com- 
pany estimated its reserve supply of coking coal to be at least 
125,000,000 tons. Several hundred coke ovens were then in operation 
and more under construction. Somewhat later the company acquired 
an important fleet of vessels on the Great Lakes. (See p. 131.) 

Nationai. Tube Compant. — ^This company, formed in June, 1899, 
with $80,000,000 capital stock, all of whidi was issued, owed its 
organization chiefly to a desire to restrict competition and to the 
activity of prtanoters. It was a merger of 13 concerns. The largest 
of these was the National Tube Works Company, which had built up 
very comprehensive plants at Pittsburg and McKeesport, comprising 
blast furnaces, steel works, and rolling mills. (See p. 142.) The 
Riverside Iron Works, another large concern also acquired, had 
plants at Wlieeling and Benwood, W. Va., and Steubenville, Ohio. 
It also owned considerable coking-coal property. Most of the other 
constituent concerns were smaller. 

The principal product of the company was iron and steel wrought 
tubing. Its aggregate capacity was officially given in a listing state- 
ment to the New York Stock Exchange in February, 1900, at over 
1,000,000 tons, or about 90 per cent of the country's total. It appears, 
however, that this was an overstatement, and that its proportion was 
perhaps not over 75 per cent. As shown later, the company was 
exceptionally successful, and this notwithstanding the fact that it 
did not carry the policy of integration as far as did some of the other 
large consolidations just described. While affiliated through banking 
connections with the Federal Steel Company (see p. 105) , the location 
of most of the National Tube Company's plants was such that it 
depended very largely upon the Carnegie Company for a supply 

> Iran Age, Jauuari' 12, 189l>, page 21. 
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of the semifinished steel products which c<Histituted its raw mate- 
rial. Later, however, the company planned to make itself more inde- 
pendent in this respect by the construction of additional steel plants 
and rolling mills for the production of semifinished steel. This 
change in policy, as shown later, had an important bearing upon the 
organization of the United States Steel Corporation. (See p. 103.) 
AuERicAN Bboge Company. — This company, with $70,000,000 
authorized capital stock, of which about $63,000,000 was issued, falls 
in the same general class as the American Tin Plate Company, the 
American Sheet Steel Company, the American Steel and Wire Com- 
pany, and the National Tube Company, in that it was a consolidation 
of previously competing concerns. The plants entering the combi- 
nation were unrelated units dependent upon the larger steel manu- 
facturers for the steel which constituted their raw material, and the 
company was conspicuously undeveloped from the standpoint of 
integration of productive processes. It was concerned with a spe- 
cialty; that is, as the name indicates, the erection of bridges. It also 
engaged extensively in the erection of steel construction for build- 
ings. Its annual capacity was about G00,000 tons. It did not have 
as high a degree of control as some of the other consolidations here 



The American Bridge Company, throu^ banking c(«inections, was 
affiliated with the Federal Steel Company and the National Tube 
Company, these three concerns often being spoken of as " Morgan " 
companies. There was no such marked afiiliation from a manufac- 
turing standpoint, however, as noted in the case of the " Moore " 
companies. This, as just shown, was partly due to the western loca- 
tion of the principal steel works of the Federal Steel Company, 
which made it impracticable to supply the Tube and Bridge con- 
cerns with their requirements of steel in competition with the Car- 
negie Company and other eastern concerns. 

Shelby Steel Tube Compant. — ^This company, capitalized at 
$15,000,000, was a consolidation of practically all the important con- 
cerns engaged in the manufacture of drawn or seamless tubing. A 
preliminary consolidation of several seamless-tube companies was 
formed in 1897 under a Pennsylvania charter; the new concern 
claimed to have about 90 per cent of the country's output at that 
time. In 1899 several other concerns were acquired, and in 1900 
the company was reorganized under New Jersey laws. The company, 
it will be seen, manufactured a specialty, and it depended on other 
steel concerns for its supply of crude steel. In its own field it had 
for a time a substantial monopoly. Later the National Tube Com- 
pany took up the manufacture of seamless tubing, and apparently 
cut into the business of the Shelby concern heavily. 

Lake Sttperior Consolidated Ikon Mines. — This company, or- 
ganized in 1893, was largely owned by Standard Oil capitalists. Ite 
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outstanding capital stock in 1901 was about $29,400,000, all of one 
class. It was not engaged in manufacturing in any way, but was 
simply an ore-producing and transportation concern. It was virtu- 
ally the counterpart of the Minnesota Iron Company in that it had 
extensive holdings of valuable iron-ore properties and an important 
ore-carrying road — the Duluth, Missabe and Northern, The con- 
trolling interest in this company, furthermore, was the owner of the 
largest fleet of ore vessels on the Great Lakes. (See p. 149.) As 
shown above, the company in 1896 entered into a very important ore 
contract with the Carnegie Steel Company (Ltd.), On accountof its 
vast holdings of ore and its large transportation interests, the Lake 
Superior Consolidated Iron Mines occupied an exceedingly impor- 
tant position in the ore industry, and one which enabled it to secure 
favorable terms from the United States Steel Corporation when it 
was acquired by that concern in 1901. 

Section 11. Other prinoipal oouBolidatioiu and companiea in the steel 
industry. 

Aside from the companies discussed in the preceding section, whidi 
were later acquired by the United States Steel Corporation, a number 
of other important consolidations in the steel industry were, as shown 
in Table 1, on page SI, organized in the late nineties. The more 
important of these concerns engaged in the manufacture of primary 
products were the Republic Iron and Steel Company and the Sloss- 
Sheffield Steel and Iron Company. 

Republic Iron and Steel Compant, — ^This company, incorporated 
in New Jersey in May, 1899, with $47,500,000 issued stock was a con- 
solidation of iron rolling mills chiefly in Ohio and Indiana ; it also 
took in some plants in the Birmingham district. In all it included 5 
blast' furnaces and about 30 rolling mills. Its capacity of bar-iron 
and rolled-iron products at its organization was approximately 
1,000,000 tons. 

The primary object of this consolidation was restriction of com- 
petition. A large stock bonus to the prwnoters was also a feature of 
its organization. However, the company even at its formation 
showed some degree of integration. Through subsidiary concerns 
it acquired several iron mines in the Lake Superior district, as well 
as coke property in the Connellsville region. It also had some 
southern ore and coal properties. Shortly after its organization a 
vigorous policy of concentration was adopted. A large number of 
rolling mills which were poorly equipped or badly located were dis- 
mantled and abandoned, and in their stead the company erected a 
large steel plant, at Youngstown, Ohio. 

Sloss-Shbffield Steel and Iron Company. — This company, in- 
corporated in August, 1899, was a consolidation of blast furnaces at 
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Sheffield, Birmingham, and Florence, Ala. The chief motive of its 
organization was a desire to secure greater int«^ation and particu- 
larly to obtain control of additional coal and ore properties. The 
company dealt extensively in steam coal. It also had a large num- 
ber of coke ovens, with an annual capacity of over 350,000 net tons; 
its pig-iron capacity (gross tons) was about the same. The company 
has never manufactured steel. The authorized capital stock of the 
company was $20,000,000, of which about $14,200,000 was issued. 

Section 12. Expansion by older iron and steel conoenu. 

Concurrently with this organization of great consolidations, there 
occurred a reorganization and expansion of several other large con- 
cerns in the iron and steel industry. The more important instances 
o{ this sort are summarized in the following table : 
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' The origliial companF of this nsine «S3 Incorporated In ISSS with a capital of 110,000,000 to lease tha 
Cambria Iron Company. The company was reoiganlied with the above authoriied capital in 1901. 

'This company was IncarpaiBled In 1892. In ISW, however. It eaecledarearrangament of Its Unanoes, 
llscapitallzation being Increased to the Qgtues shown above. Since tlien there has been a further Inciean 
IncapltaUiatlon. 

> InchidliiK underlying bonds. 

' This company, which was organized In April. 1000, to succeed the former partnership, became In August, 
1902, the Jones i Laughlln Steel Company, with a capital of 130,000,000 and ao authoriied band Issue ol 
(19,000,000. The bond Issue was subsequently Increased. 

' This company was an eipanalon of the Lackawanna Iron and Blael Company, of PenlisylTBala,capltal- 
»datl3,7£O,00a In February, 1902, this company was succeeded by the Lackawanna Steel Company of 
^few York, with an autboriied capital of 140,000,000, which was later Increased to 170,000,000. The new 
f ompany also has a large bonded debt 

' Underiylnn bonds. 

Owing to the importance of these companies, brief mention of 
their organizations and operations may be made at this point 

Jones & Lattqhlins (Ltd.). — The two partnerships of the Jones 
& Laughlin interests noted on page 64 were in 1900 consolidated as 
Jones & Laughlins (Ltd.), with a capital stock of $20,000,000. The 
company was at this time a large manufacturer of billets and other 
■^nide steel, and the heavier classes of finished products, such as hars, 
plates, angles, and certain special lines. The company has since 
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greatly expanded the volume and the scope of its business and has 
carried the policy of integration to an advanced point, until to-day 
it is perhaps the most important factor in the steel industry outside 
of the United States Steel Corporation. 

Lackawanna Iron and Steei, Company, — ^Tlie Lackawanna Iron 
and Steel CiMnpany in the latter part of 1899 determined to build a 
large plant on Lake Erie, near Buffalo, and in December of that year 
increased its capital stock from $3,750,000 to $25,000,000. In 1902 
the Lackawanna Steel Company (of New York) was-formed as the 
central concern with a capital stock of $40,000,000, since increased to 
$70,000,000, about half of which amount is issued ; the company has 
also issued a large amount of bonds. The company manufactures 
all the heavier forms of steel, such as rails, bars, and beams, and it 
also has various finishing mills for lighter rolled products. It has 
extensive holdings of ore and coal property, 

Pennsylvania Steel Company. — In the early part of 1901 this 
company (see p. 64) was reorganized under New Jersey laws with 
an authorized capital of $50,000,000, of which $16,500,000 preferred 
and $10,750,000 common stock were issued. At this time a con- 
trolling interest in the company was acquired by the Pennsylvania 
Railroad, The company greatly extended its operations, a special 
feature being the acquisition of the very important Cuban ore prop- 
erty of the Spanish American Iron Company. 

Cambria Steel Company. — This concern was organized in 1898, 
with a capital stock of $10,000,000, to lease the property of the Cam- 
bria Iron Company (briefly described on p, 65) for a period of 999 
years. Still later there was a further reorganization and increase in 
capitalization. The company later materially expanded its manu- 
facturing operations. Its ore is chiefly derived from the Lake region, 
where it has important reserves. 

Tennessee Coal, Iron and Railroad Company,— This company, 
which, down to 1898, was concerned with the operation of coal prop- 
erties and the manufacture of pig iron, in that year began the con- 
struction of a steel plant at Ensley, Ala., for the manufacture of 
basic open hearth steel. A large increase in its investment was made 
at that time. The issued capital stock of the company in 1900 was 
about $23,000,000 and there was a bonded indebtedness of about 
$12,000,000. As noted elsewhere, in 1907 the Tennessee Coal, Iron 
and Railroad Company was acquired by the United States Steel 
Corporation, but at the period now under discussion it is properly 
grouped with the so-called " outside " steel companies. One of the 
most important assets of the ctmipany was its extensive ore property, 

Colorado Fuel and Iron Company. — The organization of this 
company has been sufficiently described on page 64. In 1899 the com- 
pany greatly expanded its operations by the construction of a new 
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Bessemer steel plant, open hearth steel works, and finishing mills for 
the production of a large variety of steel products. At this time its 
authorized capital stock was increased from $13,000,000 to $25,000,000. 
In recent years the capitalization has been increased and the plants 
have been still further enlarged. As already pointed out, the com- 
pany has important ore and coal properties. 

Section 13. General teodenc; of leading concerns in tiie Hteel industry to 
secure greater integration. 

From what has been said, it is apparent that as a rule the great 
iron and steel concerns, particularly those making crude and semi- 
finished steel, were all striving at the close of the nineties thoroughly 
to fortify themselves for the future by acquiring liberal reserves of 
the two great raw materials, ore and coking coal, and by the erection 
of additional manufacturing plants. Moreover, several concerns 
which made more elaborated pfoducts, and which at their organiza- 
tion were wholly dependent upon other steel makers for their sup- 
plies of crude and semifinished steel, were also following the lead of 
these larger companies. 

It is obvious that the Carnegie Company was in an exceptionally 
strong position. With respect to the expansion and coordination of 
manufacturing processes this company probably led all its rivals, the 
efficiency of its organization being a byword in the trade. Its reserves 
of ore were enoimous and its holdings of coking-coal property far 
exceeded those of any other steel concern. It had an important ad- 
vantage from the standpoint of transportation over most of its rivals 
in the Pittsburg district. It is true that the company did not have 
its own railroad transportation facilities for ore in the Lake region. 
"The Carnegie concern, was, however, rapidly becoming independent 
with respect to the transportation of ore on the Great Lakes. 

The Federal Steel Company, as shown, was also a very highly in- 
tegrated concern, controlling not only the production of ore but also 
its transportation by rail to the head of the Lakes and by vessel to its 
principal manufacturing plants (those at Chicago, 111., and Lorain, 
Ohio), It also had other extensive railroad facilities and a large 
amount of coking-coal property. The arrangement of its manufac- 
turing properties was somewhat less compact than those of the Car- 
negie Company. However, it had some advantage in reaching west- 
em markets by reason of its Chicago location. 

The National Steel Company, thecentral organization of the "Moore" 
group, while distinctly behind either the Carnegie Company or the 
Federal Steel Company, nevertheless, it will be seen, had, by the acqui- 
iiition of ore and coal reserves and a fleet of ore vessels, attained a 
IMsition of marked independence which it was steadily strengthening. 
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Furthermore, the close affiliations of this ctmcem with the other 
" Moore " companies — the American Tin Plate CfHnpany, the Amer- 
ican Sheet Steel Company, and the American Steel Hoop Company- 
tended to round out the operations of the group as a whole, and by 
assuring the National Steel Company of a market for practically all 
of its output of crude steel and pig iron it added a decided element 
of strength. While any one of these " Moore " concerns alone, with 
the exception of the National Steel Company, would have been dis- 
tinctly vulnerable, their close affiliations made the group as a whole 
a very formidable factor in the industry. 

These three concerns — the Carnegie Company, the Federal Steel 
Company, and the National Steel Company — were by far the most 
important and most strongly intrenched factors in the steel industry 
so far as those ctnnpanies which later made up the Steel Corporation 
are concerned. Several of the crude-steel making companies which 
did not later enter the Steel Corporation were also well integrated. 
The location of some of these, however, or the character of their bua- 
iiess, placed them in a rather different class than the companies just 
described. 

Integration had, moreover, been carried to a considerable distance 
by the American Steel and Wire Company and a few of the other 
consolidations making the lighter steel products, but these companies 
were not in the same class in this respect with the larger concerns 
just referred to. 

As shown in the following section, the marked degree of integration 
and concentration effected by large steel companies in the late nine- 
ties and the lack or incompleteness of integration by some of the 
other concerns had an exceedingly important bearing upon the forma- 
tion of the United States Steel Corporation. 

ni. OBOAHIZATION OF THE UNITED STATES STEEL GOBFOBATION 
IN 1901. 

Section 14. FnndBmental causes of this consolidation. 

The fundamental causes of the formation of the United States 
Steel Corporation were substantially the same as in the case of the 
earlier consolidations described above, namely, (1) restriction or pre- 
vention of competition by combination; (2) integration; (3) stock 
inflation. 

While in the case of the several consolidations thus far considered 
all three of these causes were not invariably present, all of them were 
factors in the organization of the Steel Corporation, and the same 
processes already described were repeated there in a more compre- 
hensive manner and on a vaster scale. 

The restriction of competition was the controlling motive in the 
organization of the Steel Corporation. While competition had 
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already been greatly restricted in certain branches of the steel indus- 
try, a striking result of the consolidation movement above described 
was that competition was not thereby destroyed. Instead it soon 
developed that the formation of these great consolidations was likely 
to bring on an era of competition more severe than any the industry 
had yet experienced. This unforeseen outcome of consolidation, as 
explained below, was largely due to the tendency of these great con- 
solidations to secure greater integration and thus to make themselves 
practically independent in all stages of production from the ore up. 

The economies and commercial advantages rendered possible by 
integration through a still greater merger were also considerable, 
and, moreover, furnished a convenient argument in attempts to 
justify the merging of these competing cwicems. (See p. 108.) 

The tljird factor, namely, the inflation of securities, was also ex- 
tremely important. The upward swing of trade and industry in the 
United States had not exhausted its vigor, and the business world was 
still ready to support vast commercial and financial undertakings. 

There was thus brought about a temporary conjunction of condi- 
tions in the industry which presented an extraordinary inducement 
to prevent a bitter commercial conflict, and at the same time a re- 
markable opportunity to organize a consolidation which promised 
to yield unexampled profits from the flotation of an enormous amount 
of watered stock. 

For a clear understanding of the real significance of the organiza- 
tion of the Steel Corporation, it is necessary to describe the situation 
in some detail. 

Position or the steel industry. — The preceding discussion has 
shown that a remarkable condition had been reached in the iron and 
steel industry by the close of the year 1900. In the first place, the 
manufacture of crude and semifinished steel was largely in the 
hands of a comparatively few great concerns. The manufacture of 
several of the more finished lines, such as wire and wire products, tin 
plate, sheets, and tubes, moreover, had been substantially transferred 
to another group of consolidations, each of which with few excep- 
tions had a more or less monopolistic position. These latter con- 
cerns were in great measure dependent upon the larger steel makers 
for a supply of their raw material, namely, semifinished steel. The 
larger steel concerns, on the other hand, were chiefly engaged in the 
manufacture of crude and semifinished steel or of heavier finished 
steel products, such as rails and structural material, which did not 
bring them directly in conflict with the group of concerns making the 
more elaborated products. 

The relationships of the companies in these two groups to one 
another have already been partly indicated in the preceding discussion. 
These relationships had, however, such a vital bearing upon the 
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organization of the Steel Corporation that they may be briefly sum- 
marized at this point. 

The large consolidations which were subsequently merged into the 
Steel Corporation may be conveniently grouped in two classes — (1) 
the " primary group," or those making chiefly semiflnished steel and 
heavy steel products, and (2) the " secondary group," consisting of 
those making lighter and more elaborated products. 

The primary group of companies comprised the Carnegie Com- 
pany, the Federal Steel Cwnpany, and the National Steel Company. 
Of these, the Carnegie Company was, of course, the most important. 
As already shown, it was a highly integrated concern, completely 
independent as to the production of its raw materials, and also pig 
iron and crude steel. It also had very important transportation 
facilities. The company, however, depended to a considerable extent 
for the marketing of its semifinished steel products (which com- 
prised a very large portion of its total output) upon other steel 
manufacturers, who used such semifinished steel as their raw mate- 
rial. Some of its most important customers, in fact, were concerns 
in the second group of consolidations just noted. 

The Federal Steel Company was in much the same general posi- 
tion as the Carnegie Cwnpany, being very thoroughly integrated, 
with extensive holdings of iron-ore and coking-coal lands, and with 
even more important transportation facilities. A rather larger pro- 
portion of its crude steel was worked up into finished forms (chiefly 
heavy lines) than in the case of the Carnegie Company; nevertheless, 
the company depended upon other steel manufacturers for an outlet 
for a part of its production. 

The National Steel Company, while thoroughly integrated with 
respect to raw materials, was almost entirely dependent upon other 
manufacturers for a market for its steel, which; as already shown, 
consisted chiefly of such semifinished products as billets, sheet bars, 
and tin-plate bars. This company, however, had a ready market for 
the bulk of its steel products, because of its close affiliation with the 
other so-called " Moore " concerns, the Tin Plate, Sheet Steel, and 
Steel Hoop companies. 

It is obvious, therefore, that all three of these steel-making con- 
cerns, despite their great size, were in a measure dependent upon 
other manufacturers, 

A very important concern closely connected with this primary 
group of steel-making cfwnpanies was the Lake Superior Consolidated 
Iron Mines, controlled by Standard Oil interests. This company 
had enormous holdings of ore in the Lake region, as well as a very 
important ore railroad to upper Lake ports— the Duluth, Missabe 
and Northern, Moreover, as previously stat«d, the controlling inter- 
ests in this concern also controlled the Bessemer Steamship Company, 
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which owned the largest fleet of vessels on the Great Lakes. These 
interests were .not engaged in steel manufacture in any way. 

The principal .concerns in the secondary group were the American 
Steel and Wire Company, the National Tube Company, the American 
Tin Plate Company, the American Sheet Steel Company, the Ameri- 
can Steel Hoop Cwnpany, and the American Bridge Company. 

The American Steel and Wire Company, it will he remembered, 
originally had a substantially monopolistic control of the produc- 
tion of wire products in the United States. Its position with respect 
to its chief raw material, namely, steel billets, was not nearly so 
strong. Instead it purchased a very large proportion of its billet 
requirements. While the subsequent efforts of the company toward 
further integration throu^ purchases of iron-ore and coking-coal 
properties, and the erection of additional blast furnaces, considerably 
improved its position in this respect, nevertheless it was not thor- 
oughly ifitegrated in 1900, and was still very largely dependent upon 
the large steel makers. However, it contemplated carrying the 
processes of integration much further by the erection of addititual 
steel works of large capacity. 

The National Tube Company, which at its organization acquired 
about 75 per cent of the production of iron and steel wrought tubing 
in the United States, was only partially integrated. While two of 
its principal plants, those of the old National Tube Works Com- 
pany and of the Riverside Iron Works, embraced blast furnaces, 
steel works, and rolling mills (the Riverside concern, moreover, hav- 
ing considerable coking-coal property), the company nevertheless 
bought a large amount of its requirements of semifinished steel in 
the open market. 

The American Bridge Company was not only somewhat weaker 
with respect to its control of its particular branch of the steel in- 
dustry, but was almost entirely dependent upon other producers for 
its principal raw material — structural steel. 

TTie American Tin Plate and the American Sheet Steel companies, 
both of which were " Moore " concerns, had a very high degree of 
control of their respective branches of the steel industry, particularly 
the Tin Plate concern, which, it will be remembered, originally en- 
joyed an almost cranplete monopoly of the production of tin plate. 
Neither of these concerns was integrated to any important extent; 
however, through their close affiliation with the National Steel Com- 
pany, another " Moore " consolidation, they were well protected with 
respect to the requirements of their raw materials — sheet bars and tin- 
plate bars. The weakness of these concerns when considered individ- 
ually was, therefore, partly made up through this close relationship . 
with the National Steel Company. 
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The American Steel Hoop Company (also a "Moore" concern) 
was partially integrated at its organization, having a number of blast 
furnaces and steel works, in addition to its hoop mills ; moreover, as 
already shown, the company after its organization acquired some 
iron-ore and coking-coal property. The affiliation of this company 
with the National Steel Company also somewhat strengthened its po- 
sition. Nevertheless, the company wag of decidedly subordinate im- 
portance in comparison with most of the other large concerns under 
discussion, and easily vulnerable to attack. 

At the. organization of these great companies, therefore, there was 
a marked degree of interdependence among them. For a short time 
after their formation this general situation was fairly well main- 
tained. The three largest concerns— the Carn^e Company, the 
Federal Steel Company, and the National Steel Company — still re- 
stricted their operations for the most part to the production of crude 
steel or the cruder and simpler steel products whidi they had pre- 
viously made, while those consolidations making more highly finished 
products continued to buy a large portion of their requirwnents of 
iron and steel from the principal steel-making concerns just named. 

This balance or adjustment of trade conditions was, however, 
speedily disturbed. As already shown, the makers of the lighter 
forms of steel products began to extend the scope of their activities, 
or to plan such extwisions, with a view to supplying thanselves with 
the raw material of manufacture, namely, the semifinished steel 
hitherto purchased from others. 

In other words, just at the time that concerns like the Carnegie 
and Federal Steel companies had extended their investment in raw 
materials and transportation facilities and had greatly enlarged their 
plant capacity, they were confronted with the loss of the patronage 
of some of their best customers, because the latter, in turn, had been 
extending their activities in the same directions. Under these cir- 
cumstances a counterpolicy of extension into finished lines by the 
larger steel concerns became almost imperative. This counterstroke 
was, in fact, .promptly threatened, and the whole industry was un- 
settled by the prospect of an era of extremely severe competition. 

This threatened competition should be regarded particularly from 
two standpoints — first, it meant an enormous enlargement of pro- 
ductive capacity, and one which would apparently exceed the nor- 
mal consuming power of the countig' for a long time to come, and, 
second, it meant the breaking down of the extremely profitable quasi- 
monopolies already established in particular products of the industry, 
such as wire, tubes, tin plate, and sheets. Both considerations ob- 
viously threatened to reduce profits in the steel industry to a decidedly 
lower level. 
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In the year 1900 the prospective loss of business for the great steel- 
producing companies, acc<Hnpanied by a slackened activity in the 
trade, developed an exceedingly acute situation. The Federal Steel 
Company prepared to take up the manufacture of several lines of 
finished products, namely, structural material, universal plates, and 
tubes. In the summer of the same year it was reported that the Car- 
negie Ck)mpany would go into the manufacture of wire rods on an 
extensive scale, thus " invading " the territory of the secondary 
group. This action was generally regarded as a blow at the American 
Steel and Wire Company, which had just threatened to erect addi- 
tional blast furnaces and a large steel plant. Reports of further im- 
portant plans of the Carnegie Company for extending its lines of 
production of finished products were current during the year 1900, 
and early in 1901 the definite announcement was made that the ccwn- 
pany was about to take up the manufacture of steel tubes in a new 
plant of enormous capacity, to be constructed at Conneaut HarbtH", 
Ohio. This announcement, moreover, was made in such a way that 
it could be interpreted only as a declaration on the part of the Carnegie 
interests that they did not propose to submit idly to the loss of ton- 
nage threatened by the plans of some of the larger consolidations 
making finished products, which previously had been among their 
largest customers. Not only was this the interpretation of the com- 
pany's move placed on it by the trade, but it was expressly stated in 
a newspaper article as representing the attitude of Mr, Carnegie 
himself. This will be seen from the following excerpt: 

Mr. Carnegie's personal view of the situation may be authori- 
tatively stated as follows: * * * 

The "National Tube Company formerly obtained its steel billets 
from the Carnegie Company, but decided to erect blast furnaces 
and mills to supply itself. Naturally, the Carnegie Company 
then announced tnat it would be forced to erect mills to finish 
its own product into tubes.' 

The intention of the Carnegie interests to extend their manufacture 
of finished lines had, indeed, been contemplated for some time. In 
an interview in the London Iron and Coal Trades Review of May 12, 
1899, Mr. Carnegie was quoted as saying: 

Yes, we have been erecting several new departments, including 
what I believe will be the largest axle factory in the world. 
Why, it may be asked, should steel makers make plates for other 
firms to work up into boilers, when they can manufacture the 
boilers themselves? Or beams and girders for bridges, when 
they can turn out and build up the completed article, or plates 
for pipes when they can make the pipes? I thinji the next step 
to be taken by steel makers will be to furnish finished articles 
ready for use. In the future the most successful firms will be 
those that go the farthest in this direction. 



> New York Evcniiig Post, Januai? 21, 1901. 
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Furthermore this proposed entrance of the Carnegie concern into 
the tube business was regarded by the trade as th& forerunner of 
still further projects. "In fact, the announcement was almost imme- 
diately followed by a well-defined report that the Carnegie Company 
would at once invade the field of the AmericaJi Sheet Steel Com- 
pany by the erection of a sheet plant at Duquesne, capable of turning 
out 60,000 tons of sheets annually. Simultaneously there were re- 
ports that the company would speedily take up the manufacture of 
tin plate on a large scal& 

This unmistakable evidence of an aggressive policy of retaliatiMi 
on the part of the Carnegie concern, accompanied as it was by the 
important extensions into the manufacture of finished articles an- 
nounced by the Federal St«el Company, revealed sharply the trend 
of the existing conditions, and naturally had a very disquieting 
effect in the trade and in financial circles. Both the trade journals 
and the financial press were filled with articles to the effect that a 
" battle of the giants " in the steel industry was at hand. 

In such a contest it was apparent to all that the Carnegie Company, 
while likely at first to lose some business, might be expected in the 
long run to maintain, and even to increase, its dominating position in 
the industry. Its long established business, the modem character of 
its plants, its efficient technical and commercial organization, as well 
as its strong financial position, made it easily superior to any of its 
competitors. It had a distinct advantage in all these respects over 
even the Federal Steel Company, which was its largest rival, but 
whose plants were for the most part less modern and also widely sep- 
arated geographically. There was no question that if the Carnegie 
Company, with its unlimited means and efficient organization, went 
into the manufacture of wire, tubes, sheets, or tin plate it would be 
more than able to hold its own against the respective large consolida- 
tions which produced those products, and which in their efforts to 
monopolize the business had been constrained to include in their 
respective organizations many plants of inferior character. 

The financial situation, — This unsettled trade situation was ag- 
gravated because of the importance which the securities of several of 
these steel concerns had assumed in the stock market. A period of 
violent competition in the steel industry would inevitably have been 
followed by a great decline in the value of these securities. A still 
more important matter was that the financial backers of some of these 
steel concerns had extensive commitments in other directions, which 
might be jeopardized by such an acute struggle in the steel industry. 
From the standpoint of these financiers, therefM^, the situation pre- 
sented at once a great danger and a great opportunity. 

From a financial point of view there were four important steel 
groups, which were more or less distinct, namely, the Morgan group, 
the Moore group, and the Carnegie and the Kockefeller interests. 
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The Morgan group, which included the Federal Steel, National 
Tube, and American Bridge companies, enjoyed of course the advan 
tage of a strong financial support, but these financial interests were 
extensively committed in other lines of business, especially in railroad 
financiering. They naturally would be especially concerned in pre- 
venting the outbreak of the threatened competition in the steel busi- 
ness. It may be noted that there were reports at this time that the 
Carnegie interests were contemplating the construction of a railroad 
from Pittsburg to the Atlantic seaboard. This threat, if made good, 
would have created an extremely disturbing factor in the trunk-line 
situation. 

The Moore concerns, already described, were the most heavily over- 
capitalized and suffered from a distinctly speculative backing. 

The Carnegie interests had abundant capital and credit, and their 
securities did not figure on the stock market, while their organization 
and management were unequaled. They were apparently in the best 
position of any of these groups to meet a price war. 

The Rockefeller interests were entirely concerned with the produc- 
tion and transportation of iron ore. Their financial resources were 
of course abundant for any emergency. Their stocks did not figure 
to any appreciable extent on the exchanges. 

The American Steel and Wire Company apparently was not closely 
affiliated with any of the foregoing groups. Despite its great earn- 
ings, its position was vulnerable. It apparently had no especial 
banking support. 

It is evident, therefore, that, both from the point of view of the 
iron and steel industry and that of the stock market, the threatened 
outbreak of violent competition between these rival interests involved 
serious consequences. It might have meant the sudden termination 
of the extraordinary period of speculative activity and profit. On 
the other hand, an averting of this conflict by a merger of the various 
great consolidations, if successfully financed, would be a tremendous 
" bull " argument. It would afford its promoters an opportunity 
for enormous stock-market profits through the sale of its securities. 
The advantages to these interests, throiigh the concentration of profits 
in different stages of the industry under a single control, would also 
be considerable, and there was undoubtedly some advantage to be 
gained through the further integration which such a consolidation 
would render possibla 

It was clear to everyone that no consolidation of this sort could be 
made successful unless it included the Carnegie Company, which was 
the most powerful factor in the situation, which had long been noted 
for its a^;reBsive tactics, and which, as above shown, had precipitated 
this crisis. Moreover, there can be little doubt that many interests in 
the steel industry regarded Mr, Carnegie's personal influence as a 
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menace to their success, and desired to secure his retirement from the 
trade. At the same time the enormous earning power of the Carnegie 
concern would be an exceedingly important consideration both in the 
profits of the new company and also in facilitating the flotation of its 
securities. 

The primary solution of the situation, therefore, from the stand- 
point of these interests, was to buy out Mr. Came^e. Mr. Carnegie's 
well-known willingnesis to sell made the problem largely one of terms. 
Negotiations were promptly undertaken and speedily concluded by 
arranging to take over his large interest in his concern in exchange 
for bonds of the new consolidation. On March 2, 1901, announcement 
was made by J. P. Morgan & Co., as bankers, that arrangements had 
been completed for the organization of the United States Steel Cor- 
poration to acquire control of the following concerns : Carnegie Com- 
pany {of New Jersey), Federal Steel Company, American Steel and 
Wire Company, National Tube Company, National Steel Company, 
American Tin Plate Company, American Steel Hoop Company, and 
American Sheet Steel Company. 

The preliminary incorporation papers of the new company, under 
New Jersey laws, had already been taken out. The terms offered the 
constituent companies, which are given elsewhere (see p. U3), were 
speedily accepted by a great majority of the stockholders of these 
concerns, and, on April 1, 1901, within a very few weeks aft«r the 
first serious intimation that negotiations were under way the United 
States Steel Corporation was definitely laundied and in actual oper- 
ation. The authorized capital stock was $1,100,000,000, equally 
divided between preferred and common shares. In addition there 
was a bond issue of $304,000,000 (exclusive of underlying indebted- 
ness aggregating approximately $81,000,000, this including sundry 
mortgages and purchase-money obligations). About $425,000,000 
of each class of stock and all of the bonds were issued for the com- 
panies named and for other purposes. Very soon after its organiza- 
tion the Corporation made three further important acquisitions, 
namely, the Lake Superior Consolidated Iron Mines, the Bessemer 
Steamship Company, and the American Bridge Company. It also 
acquired a one-sixth interest in the Oliver Iron Mining Company and 
the Pittsburg Steamship Company, the other five-sixths having been 
secured in the purchase of the Carnegie Company. During the fol- 
lowing summer it purchased the Shelby Steel Tube Company. As a 
result of these acquisitions its issue of stock was increased to over 
$500,000,000 of each class, giving it an issued capitalization in stock 
alone of more than $1,000,000,000. (See p. 113.) 

Thus, the threatened conflict in the steel industry was averted, 
while, as shown later, an unprecedented profit was reaped by the 
organization syndicate. 
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S. Essential olLoracter of the Steel Corporation in 1901. 

jharacter of the Steel Corporation as a consolidation of con- 

(ms, as well as some idea of its magnitude, is brought out by 

i facing this page, 

Pnited States Steel Corj>oration, by including in its organiza- 

Ih of the first two groups of companies described, insured to 

I the one hand an abundant capacity for the production of 

jel and a large proportion of the country's output of heavy 

Products, and, on the other hand, secured control of several 

Wnopolistic concerns manufacturing particular lines of the 

laborated products, such as sheets, tin plate, tubes, and wire. 

kindant steel-making capacity of the first group made it easy, 

, to supply all the steel required by this second group of 

Furthermore, while the companies in the first group taken 

fer were very well fortified with reserves of raw mat«rials, the 

liition of the Lake Superior Consolidated Iron Mines furnished 

lormous additional supply and gave to the Corporation an ex- 

knal degree of strength in this respect. It also contributed to 

^combination one of the most important railroads in the Lake 

I region. 

i position taken by the Steel Corporation is tHat this great 
regation of property was in the main an assembling and coordina- 
h of different branches in the industry, the primary object of which 
i to secure greater efficiency and integration, and, of course, the 
Iving of the payment of profits to others. The Corporation con- 
tods that most of its constituent concerns were not in actual compe- 
foion with one another, and it is disposed to minimize the restriction 
t competition brought about as a result of this great merger. 
It is true that certain of the constituent consolidations, as, for 
[instance, the American Steel and Wire Company and the National 
Tube Company, were not competing with one another at this partic- 
iiilar period. However, there was active competition between the 
three principal crude-steel concerns — the Carnegie Company, the 
Federal Steel Company, and the National Steel Company — while 
these concerns, to some extent at least, were in competition with 
fome of the large consolidations making the lighter finished products. 
Moreover, the fact should not be lost sight of that nearly all of the 
latter class of consolidations were originally created with the inten- 
tion of restricting competition. A more important matter is that 
a period of violent competition among all of these concerns was im- 
minent, as already described, and that the United States Steel Cor- 
poration was organized for the specific purpose of preventing the 
new competition thus threatened as well as eliminating that already 
existing among these concerns. The opportunity for reaping a huge 
promoter's profit out of this situation undoubtedly was an important 
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consideration -in bringing about the merger. Nevertheless the pri- 
mary object was the restriction or prevention of competition. 

The argument that this merger permitted increased efficiency 
through greater integration and coordinatitm undoubtedly has some 
force. In particular there is no doubt that the integration with the 
manufacturing plants of all these consolidations of such extensive 
resources of raw materials as the ore properties of the Lake Superior 
Consolidated and Minnesota Iron (Federal) companies, and the 
coke properties of the Frick (Carnegie) company, not to mention 
others, was of great advantage from a commercial standpoint, i. e., 
in saving the payment of profits to others. In the same way, the 
inclusion of some of the most important ore-carrying railroads both 
at the head of the Lakes and between Lake Erie and Pittsburg, as 
well as the great ore fleets on the Lakes, meant that the profits earned 
on such transportation would come to' the consolidated company. 
The control of these ore roads also would result in giving the Steel 
Corporation a great advantage over other producers who were com- 
pelled to use them. There is no doubt also that the bringing together 
of so many great manufacturing properties under one control opened 
up possibilities of a more economical subdivision of the business 
whereby particular plants could concentrate work on particular kinds 
of rolled products, and whereby the distinctly inferior plants could 
be dismantled or at least shut down and used only when the demand 
was unusually great. So far, however, as the integration of manu- 
facturing processes themselves were concerned, the advantages of 
such a system were probably about as fully realized by the larger 
and better equipped plants of some of the constituent concerns. At 
any rate, little gain in this respect could be expected from merely 
bringing the several plants under a single control. On the other 
hand, there would be a real economy possible in dividing the work 
so that the products sold would be made at the plants which were 
nearest to the markets to be supplied. For example, the structural 
or merchant steel requirements of the western markets could be more 
economically supplied from the works of the Federal Steel Company, 
while the Carnegie Company would be better situated to supply 
the eastern markets and the export trade. Such arrangements al- 
ready existed to some extent in the case of some of the constituent 



These possible economies of consolidation, however, probably were 
a subordinate consideration in the fmnation of the Steel Corpwa- 
tion except those of a commercial character, i. e., those that did away 
with the necessity of paying a profit to somebody else on the raw 
materials or transportation of raw materials. The possibilities of 
real manufacturing economies could be but slowly realized in most 
cases, and, as already stated, the controlling motive in the organiza- 
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tioii of the company was to avert the competitive struggle then 
tlir<eatened. Meanwhile, however, the argument of econcsny and 
increased earning power was used to justify the formation of the 
combination, and also to facilitate the dotation of its securities. 

The crude-steel (ingot) capacity of the Corporation at its organi- 
zation was fully 9,400,000 tons, this representing substantially 66 
per cent of the total for the country, while its capacity for the various 
finished products which it manufactured was approximately 7,700,000 
tons, this representing about 50 per cent of the total of the country 
for fhese lines. In certain products, however, the Corporation's per- 
centage approached a complete monopoly. Its lai^er percentage of 
crude than of finished steel is explained by the fact that some of the 
principal steel-making concerns did not have finishing mills for more 
than a portion of their output. 

Roughly speaking, it may be said that the Corporation at its or- 
ganization secured control of three-fifths of the steel business of the 
oountry- Its proportion of the pig-irwi business was somewhat 
smaller, about 44 per cent, its actual capacity of this product be- 
ing about 7,400,000 tons. These figures, however, do not fairly state 
the position of the Corporation, because of the large production by 
outsiders of foundry pig iron and certain special kinds of pig iron 
which really did not involve competition with the Corporation. The 
Corporation's share of the production of pig iron for strictly steel- 
making purposes was probably not less than 58 per cent. 

The Corporation had hundreds of millions of tons of desirable 
Lake ore in reserves, over 50,000 acres of the choicest coking-coal 
lands, over 1,000 miles of railroad, exclusive of subsidiary trackage, 
a fleet of 112 Lake steamers and barges, not to mention large invest- 
ments in docks, natural- gas and limestone properties, and other 
kindred branches of the industry. 

Despite its enormous size the United States Steel Corporation did 
not secure a monopoly of the iron and steel industry as a whole, 
although its position in several branches was monopolistic (that is, 
tending toward monopoly). In the case of a few products, such as 
tin plate, sheets, wire, and nails, its control was at first very nearly 
complete, but in other branches of the industry it had a number of 
important rivals from the start. Thus, it will be seen that the Cor- 
poration did not include such concerns as the Pennsylvania Steel 
Company, the Cambria Steel Company, the Lackawanna Iron and 
Steel Company, Jones & Laughlins (Ltd.), the Bethlehem Steel 
Company, the Republic Iron and Steel Company, and the Colorado 
Fuel and Iron Company, not to mention several others of magnitude. 
At the start, moreover, the Corporation did not acquire the Tennessee 
Coal, Iron and Eailroad Company, that concern not being taken over 
until 1907. 
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Several of these outside concerns were at that time engaged in the 
manufacture of special products which did not bring them into ^arp 
conflict with the Corporation, or confined their activities to a more 
limited field than that of the Corporation. The failure of the Cor- 
poration to include such concerns was, therefore, less significant 
than might at first sight appear. However, several of the companies 
remaining outside, notably the Jones & Laughlin interests, the Lacka- 
wanna Iron and Steel Company (see p. 96), tlie Republic Iron and 
Steel Company, the Pennsylvania Steel Company, and the Cambria 
Steel Company, were important rivals of the Corporation. The 
Colra^do Fuel and Iron Company in the West on account of its geo- 
graphical location, was not a serious rival. Nevertheless, negotiations 
were entered into shortly after the organization of the Steel Corpora- 
tion fra- the acquisition of that concern, but were not consummated. 
The Tennessee Coal, Iron and Railroad Company in the South was at 
this time chiefly concerned with the production of foundry pig iron. 

The consolidation movement in the steel industry reached a climax 
in the organization of the Steel Corporation. Some other important 
mergers of iron and steel properties were subsequently effected ; most 
of these, however, were of concerns engaged in the manufacture of 
machinery and highly elaborated iron and steel products, rather than 
in those cruder and simpler steel products which were chiefly turned 
out by the concerns already discussed in this chapter, and, none of 
them compared in size with the Steel Corporation. 

The Corporation itself, moreover, made several further important 
acquisitions aside from that of the Tennessee Coal, Iron and Bail- 
road Company. These are referred to in detail in Chapter V. 
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CHAPTER 11. 

AITALTSB O P ntVE STKiarr QfF COHSTITDEHT COHFAinES OS 
UNITED STATES STEEI COBPOKATIOIT. 

Section 1. Importance of determinii^ actual inTMbnent aa diBtu^foislied 
from book valaatioiu of assets. 

As already stated, an important feature of the Bureau's investiga- 
lion or the steel industry is a discussion of the relation between in- 
vestment and capitalization. Such a study is important because of 
its direct bearing upon the reasonableness of prices and profits. 
Owing to the fact that the consolidation movement in the steel in- 
dustry was accompanied by a great inflation of security issues, a com- 
parison of profits with capitalization as a rule does not show the true 
rate of profit. Instead, it is necessary to determine approximately 
the actual investment value of the properties represented by such 
capitalization. 

It may be noted at this point that the Bureau has not attempted 
to lay down principles as to the proper basis of capitalization. Opin- 
ions as to the proper bfisis of capitalizing an industrial concern are 
extremely diverse. One of the most common theories is that capi- 
talization should represent only the actual cash investment in the 
property of a corporation. Another theory assunles the cost of re- 
production of plants and other assets, and not the original cash in- 
vestment, as the proper basis. Another view largely ignores both 
the preceding considerations, and holds that capitalization should be 
chiefly detei-mined by earning power; that is, that the amount of 
securities should be that on which the anticipated earnings will yield 
at least a certain rate of profit, this rate varying with different indus- 
tries and even with different corporaticwis in the same industry, and 
depending largely, of course, upon the personal views of the organ- 
izers. Generally speaking, this capitalization on the basis of earning 
power has been the one followed in the organization of the great in- 
dustrial corporations of the present time, in so far as any definite 
theory has prevailed at all. Still another theory is that the capitali- 
zation of a corporation should be so adjusted and readjusted that its 
secuirities will sell substantially at par. 

It is not intended in this report to pass upon the merits of these 
conflicting views. Obviously, the significance of the word " over- 
capitalization " depends largely upon which of them is accepted as 
the correct standard. Instead of passing upon such a controverted 
point, the discussion in this report has been concerned with a pre- 
sraitation of facts in order to show the relationship between capi- 
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talization and the investment represented thereby, and particularly 
the relationship between the investment in tangible property values 
and the securities issued. The value of intangible items such as 
good will, " merger value," and similar considerations is not denied, 
but, instead of attempting to measure such values, as a rule this report 
simply points out their existence. It may be noted, however, that 
such intangible considerations as good will appear to be of relatively 
less importance in the steel industry than in many other industries 
where brand values, trade-marks, and similar factors play an impor- 
tant part. 

While not attempting to lay down rules as to capitalization, the 
report does not hesitate, in SMne cases, to characterize the issuance 
of securities as involving overcapitalization, since the evidence at 
times is conclusive that, judged by any standard, the issue "was 
excessive. (See also p. 325.) 

In the following discussion the word " capitalization " is used to 
represent the total par value of the stocks and bonds directly issued 
by a given company, including, unless otherwise indicated, the bonds 
of underlying companies. Issues of debentures are regarded as 
similar to issues of bonds, and the same is true of certain temporary 
indebtedness, such as purchase-money obligations and sundry real- 
estate mortgages, which in most cases appear to have been issued 
for fixed property. Ordinary bills and accounts payable, of course, 
are not considered as coming within the term capitalization. 

Section S. Comparison of total securities issaed by Steel Corporation with 
total securities aad cash acc[aired by it. 

For the companies acquired at its organization and shortly there- 
after, in 1901,' plus $25,003,000 cash capital, together with under- 
writing services (see p. 243), the United States Steel Corporation 
issued the following .securities: 

Preferred stock $510, 205, 743 

Common stock nOS. 227,394 

Bc-dds 3n3,4.TO,000 



Acid: 

Underlying bonds of constituent companies' — 59,0&l,65'i 
Mortgages imd purchase money ohllgatlons ' 21, 872, 023 

Grand lotii] , 1.402,846.817 

The total of the securities directly issued by the United States Steel 
Corporation ($1,321,883,137) was very greatly in excess of the total 

' Including the AmprJcan BrldRf Company, the E^kp Superior ConBoUdated Iron Mines, 
tbe nessemer Sleamsbip Campftn}'. and the Shelb; Steel Tube Companr Tbe Bddltlonal 
gecurltles acquired during 1901 b; eicbange of stock cODKlated ot scattered ihsres ot com- 
patileB, the bulk ot whose stocks liad alrfadr been purchased 

■Including $41,644 scrip of the Illinois Steel CompanT 

• Includes j:8.S0O,O0O Issued (or the Bessemer Steamship Companr atter the lormatlon ot 
tbe Steel Corporalioa. 



TNITED STATES STEEL COfiPOBATION, 113 

securities of the constituent companies thereby acquiied. The terms 
on which the securities of these constituent ccmcems were exchanged 
and the total amounts of United States Steel securities issued in sack 
exchange are given in the following table: 

Tabiji i. — COMPARISON OF SECnKITlES ISSUED BY UNITED STATES STEEL 
CORPOEATION IN 1901 WITH AMOUNTS OF" SECUBITIES OF CONSTITUENT 
CONCERNS AND CASH ACQUIRED THEREFOR. 



CompMiy, 


Bee 


'S 


Uniteil Saua 
Stael stock b- 
soed for each 
■100 old slock. 


Amount United SlatM Steel secartUei isaoed In 






Pre- 
fwml 


Com- 


Bonds. 


■SSr" 


Common 


Total. 


CarDegie Compon;: 






<■) 


1159,450,000 
144,000,000 








Federal Steel Compan;: 


1«J,000,000, 


■98,277, UO 

SS,58«,220 
1.8»,348 

«, 998, 750 
3,514.491 

M.e8e,237 


190,279,040 


M9i,oos,iai 




49 
31 


4S3,70I) 

»B8,6O0 
901,900 

992,200 
96B,§O0 

325,000 
MG.OOO 

l»T,fi«l 

eM,ooo 

403, SOO 


4.00 

125-00 
8.30 

125.00 
125.90 

ioo.00 



100.00 


1107.90 




40,909.978 


110.41S,Ma 


Vationat Tube Company: 






125. DC 




49.921.750 




American SlMlBQd Wire 
Company of New Jersey: 






Common stock 


MB. SO 




61, 149,443 




NatloD&l Steel Company: 




33,7W,250 




Common stoDk 


iaiO(^ 




39,9^,250 


73,702,500 


American Tin Plate Com- 
pany: 




I2,90e,M0 
5,590,000 

13,997,900 




121.00 




31,993,760 


OS, 409,000 


American Steel Hoop 






100.00 




18,996,000 


32,992,600 


American Sheet St«el 
Company: 




24,497,700 




mw 









Company. 


T£r 


"^toS"" 


Company. 


Pteferred 
stock. 


stock. 


Federal Steel Company 


1700 

1,009 
4,009 

18,200 


18,800 
30,000 

4,400 














National St«ei Company 

Ajiietlcan Sheet Steel Com- 


ahalby Steel TubeCom^'y.. (223,966 


133,300 


Amerfcan Bridge Company... 









Some of these stocks were acquired later. 

<Tbe remalntnE fSSO.OOO ol Carnegie bonds are Included under the item of underlying 
bonds of subsidiary companies. 
■See note 2, page 174. 
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Tablb 4.— COMPAKIBON OF SECURITIES ISSUED I 

COBrORATION IN 1901 WITH AMOVNTS OF SECURITIES OF CONbTITUBNT 
CONCERNS AND CASH ACQUIRED THEREFOR— Continued. 



Company. 


Beouritles 


United Suiei 
llOOoId'^stock. 


Amount Uult«d StM«s Steel aecnritles laued in 
«rt»ngB, 




- 


Pi* 


Cotu- 


Bonds. 


Pntand 


Common 


TotaL 


American Bridge' Corn- 


(31,318,000 
30,Mfl,40Q 

39,113,gW 

4,778.100 
9,018,200 


1110.00 

13S.O0 






.34,«,3«0 






Common atack 








Lake Superior Consoli- 
dBUd Iron UUks: Com- 


1J5.00 




39,703,771 
9,250,000 


39,708,771 
9,260,000 




OUvM Iron Mining wid 
Pittsbu^ B. e. eom- 






Sbelby Sl«l Tube Com- 
pany: 


37. sa 










2S.0B 






2,004,550 












ToUl BecurlMea ao- 
qolred by direct 

United SUles Steel stocks 
Issued to syndluale (or 
•17*,00a par value of 
stocks acquired other- 


171, 000 
25,000,000 

3,000 


1 




1300,460,0011 


44(1,206,475 
64,098,788 

1,SOO 


64,998.837 
1,600 


1,191,882,532 


change and for KS,000,- 
OOO cash capital and un- 

Block sold to Incorpora- 






















MM, 401, 406 






303.450,1100 




Underlying bonds of con. 


1 




UortgB^es and puichase 
money obligations of 
































Grand total secari- 
- ties issued and 




















1 









> The following secutltles «I several of the companies v 
Ireet exchange, aa eiplalned In the text : 
atJooal Tube Company: 



acquired otherwise than by 



Piefcrred 

National SM Company: 
Common 



American Sheet Steel Company: 

Pi^rred. , . , 

Common 

American Bridge Company: PieterrBd... 



Doey oMlgatloDS issued 1 
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It will be noted that the stock of the Bessemer Steamship Company 
WBS acquired through the issue of purchase-money obligations, these 
being issued by the Pittsburg Steamship Company, a suteidiary con- 
cern. A cash price of $8,500,000 was named on this property, and 
while it might be considered that the working capital of the Corpora- 
tiMi was reduced by that amount, as already stated, such purchase- 
mone^ obligations have not been treated by the Bureau as ordinary 
current liabilities. Until their redemption, whi(ii was not com- 
menced until November, 1902, the actual working capital of the 
Corporation was not reduced on account of this acquisition. 

It will be seen, therefore, that the organization of the United States 
Steel Corporation resulted in an increase of capitalization over that 
of its constituent concerns (not considering underlying bonds, scrip, 
purchase-money obligations, etc.) from $881,398,405 • to $1,321,- 
883,137, or of $440,484,732; after deducting $25,003,000 new cash 
capital, there was a net increase of $415,481,782, or 47 per cent. 

It is worth calling attention to the fact that no less than $144,000,000 
of this increase in capitali2ation was in the form of bonds. The total 
preferred -stock issue of the new company, namely, $510,205,743, com- 
pares with an aggregate of $253,213,500 for the preferred issues of 
the subsidiary concerns, an increase of $256,992,243. Its total issue 
of common stock, $508,227,394, compares with an aggregate of 
$468,734,905 for the subsidiaries, an increase of $89,492,489. 

A part of the increase in capitalization, as just noted, was covered 
by the $25,003,000 new cash capital provided. 

Seotioa 3. Hethods of determiuit^ the inveBtmeDt of the Steel 
Corporation. 

As the first step in an analysis of the investment of the United 
States Steel Corporation it is desirable to present a statement of the 
value (reduced to a cash basis) of the physical property acquired by 
the company at the time of its organization in 1901. Such a valua- 
tion, so far as the Steel Corporation is concerned, may be regarded 
as the approximate equivalent of its investment in such property at 
that time. Having done this, the subsequent additions to the Cor- 
poration's investment can be determined from its official reports and 
additional data obtained directly from the Corporation. 

The establishment of the value of the physical properties of the 
Corporation at its organization in 1901 is a difficult task. Obviously 
a valuation or appraisal of the physical properties of the Corpora- 
tion as thev existed on that date is now impossible. No such 



K) stock in coDBtltaent compaoleB acquired otlierwf8« tbsD b; direct 
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appraisal, nor even a detailed estimate, appears to have been made at 
the time the company waa organized. Owing to the great imptxi^nce 
of determining upon a valuation which shall be fair and yet at the 
same time not distorted because of the great inflation of securities 
issued, the Bureau has made its analysis by three different methods — 
first, by historical study of the organization and investment of the 
constituent concerns at the time of their formation; second, by com- 
putation of the public estimate of the value of the properties of these 
constituent concerns as reflected in the market prices of their secur- 
ities; third, by a more detailed estimate of the value of the physical 
properties of the Corporation by departments of its busings, com- 
puted from all available data, and with an especially elaborate cal- 
culation of the value of the ore property. 

The United States Steel Corporation and several of its constituent 
companies discussed in the following pages were holding companies, 
either wholly or in part, so that, strictly speaking, their property to 
this extent consisted of securities held in their treasuries. For the 
sake of clearness and ccmvenience, however, this technical considera- 
tion will be disregarded and the property of such holding companies 
considered as the property covered by the securities thus owned. 

The Bureau's analysis, based upon historical study of the organiza- 
tion and investment of the constituent concerns of the Steel Corpora- 
tion, is presented in this chapter. In general the evidence shows that 
in the organization of the principal constituent concerns of the Steel 
Corporation preferred stock was issued up to the full amount of the 
physical assets, at least, and in many cases up to the full value of 
the properties acquired, including intangible considerations as well, 
so that the common stock was nothing more than a mere bonus. The 
common stock of the Federal Steel Company, however, had some tan- 
gible assets back of it. In the case of the most important constituent 
concern, the Carnegie Company, there was no preferred stock, but 
instead a large issue of bonds. For this concern the evidence on 
the whole tends to show that bonds were issued substantially up 
to the full amount of the physical assets acquired and that the stock 
was issued merely against good will and other intangible considera- 
tions. 

Such analysis of the investment in the constituent companies of 
the Steel Corporation at the dates of their respective organizations 
does not, of course, fairly represent the value of such investment in 
Apjil, 1901, when these concerns were acquired by the Steel Corpo- 
ration. The accumulated surplus earnings of these concerns during 
the interv^iing period are, however, available, and by combining 
these and capital otherwise obtained with the Bureau's estimate of 
the original investment there is obtained what is approximately the 
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investment of these concerns at the time the Steel Corporation was 
formed. (See p. 167.) 

After analyzing the investment of the constituent concerns in this 
manner, the second method above noted is taken up, namely, the com- 
putation of the market prices of the securities of these constituent 
companies. The more elaborate analysis by the third method is pre- 
sented in Chapter III, while in Chapter IV the evidence obtained by 
all these methods is summarized, together with some furthw dat« 
bearing upon the problem. 

No one of these methods of analysis can be regarded as precise or 
absolutely conclusive, but the study of the investment in the prop- 
erty of the Corporation from these three different points of view 
gives a basis for a. fair and approximately correct estimate of that 
value. In any event, the methods followed in this report afford by 
far the best criterion for judging the investment in these properties 
that can be presented so long after the company was formed. 

There will first be taken up the historical analysis of the organiza- 
tion of the principal constituent concerns. It will be found con- 
venient to discuss these companies in the following order: 

Federal Steel Company. 

American Steel and W ire Company, 

American Tin Plate Company. 

National Steel Company. 

American Steel Hoop Company. 

American Sheet Steel Company. 

National Tube Company. 

Shelby Steel Tube Company. 

Amencan Bridge Company. 

Lake Superior Consolidated Iron Mines. 

Bessemer Steamship Company. 

Carnegie Company. 

Section 4. Federal Steel Company. 

The Federal Steel Company at its organization in September, 
1898, issued $53,260,900 of 6 per cent noncumulative preferred stock 
and $46,484,300 of common stock, a total of $99,745,200. The au- 
thorized amounts were $100,000,000 of each class. It acquired 
therefor the stocks of the Illinois Steel Company, the Minnesota Iron 
Company, the Elgin, Joliet and Eastern Railway Company, the Lo- 
rain Steel Company of Ohio (a majority interest), and the Johnson 
Company of Pennsylvania,' aggregating $49,168,435, together with 
a net sum of $11,692,224 cash.' The various stocks were acquired 

'TblB covered Blockx of i^ertaln sabsfdlarles ol tbat couceni. 

'The organ I zBt Ion agreemeut proTlded tor the ralelDg of 114.075.000 e&ab, but a portion 
n! tbis was used In part p^ynieiit ol tbe Lorain Steel Company, aa Indicated In tbc table. 
Tim net amount o( cash, as »tat«d above, ma; not allow For expens«B of organliatlon. 
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subject to bonded indebtedness aggregating $A0^n,n9. The trans- 
action is summarized in the following table : 



EMeral Steel aecurlties Issued : 






















BecuritleB sad caeb acquired ; 
Stock- 


$19, 650. 835 
10. 500. 000 

■ 6,000,000 
'5,017,800 
3. 000, 000 




Elgin. Jollet and Eautern Jtollwsy Company.! 

LoraiD 8teel Companj of Ohio 






48, 168. 4SS 




14. 07S. 000 
264,455 


Loraln-JohnBon purcbaae' 






14, 880, 466 
2. 647, 231 




Less caah paid In conoertloa with Lorain-Johnson 
purchase 




















quired 


38. 884. 641 



There can be no doubt that the large amount of stock Issued by the 
Tederal Steel Company considerably exceeded a fair market valua- 
tion of the property back of the stocks acquired, plus the new cash 
capital providedj after allowing for the bonded indebtedness. 

The Federal Steel Company offered to issue its preferred stock fw 
the shares of three of the constituent companies on the following 
terms: Illinois Steel Company, 1 share for each share of old stock; 
Minnesota Iron Company, 1.355 shares for each share of old stock; 
Elgin, Joliet and Eastern Railway Company, 0.875 share for each 
share of old stock. 

The company also agreed fo deliver to the underwriting syndicate 
in return for $14,075,000 of cash and the services of the syndicate 
$5,680,565 par value of its preferred stock and $45,426,500 par value 
of its common stock. It was stipulated, however, in the underwriting 

•The Federal Sleel Comp. 
the Lorain Steel Company a 
the Bbote Is a correct statement of the transaction at tbe time. 

■ See page 124. 

'These TarlonB stocks nore acqulri^d subject to honded iudebtednesa oC 130,217,179, a( 

minots Steel Company $13,285,123 

Southwest ConnellsYiire Coke Company 173. OSfi 

MiDiteaota Iron Company (underlying bonds) 7,742,000 

Elgin, Jollet and Eastern Baiiwny Company 7,417,000 

Lorain Steel Company (underlying bonda) 1,600,000 

Tottd , . „ , -■ „-_ 30, 217, 179 
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agreement that the syndicate should offer to the stockholders of the 
constituent c<Hnpanies an alternative proposition by which, on deposit 
of certain sums in cash, these stockholders would receive, in addition 
to the respective amounts of preferred stock above stated, a certain 
amoiint in common stock of the company, the cash so raised, of course, 
relieving the syndicate to that extent of the necessity of providing 
the stipulated amount of $14,075,000, The arrangement, so far as 
these three principal companies were concerned, worked out as 
follows : ^ 



TiBLH 8.— AMODNTB OF FEDERAL STEEL STOCKS DBLIVEHED BV UNDEKWRIT- 
IN« SYNDICATE IN EXCHANGE FOR STOCKS IN ACQUIRED COMPANIES, AND 
CASH 8BCCBBD IN CONNECTION WITH THIS EXCHANGE." 
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deposited under this offer within the time limit orlelnally set, and II la pOHHlhle th&t when 
these were subsequently acquired no cash was obtained. Tbi' tacts could not be definitely 
ascertained sod the amount of such delinquent stock Is so small that tl 
may be Ignored. (See alao p. 126.) 
'The arrangement olTered by the underwriting syndicate Is shown beloi 
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ck had been considered worth $60 
B given on pagp 118 would BUgRest 
I : Illinois StPel, SeO : Elgin. Jollet 
rred stock received by stockholders 



It is worth noting that It Federal Steel preferred s 
In cash the prices In thnt stock for the constituent fltoi 
a cash value of these as follows : Mlnneaota Iron, tlOft. 
iM Eastern Railway, »70. It from the amounts of pre 
ot these concerns as stated here there be deducted thi 
will be seen that the remaining amonnta of preferred would be Idenllcai in each case with 
Ihe amonntH of common, and moreover Identical with the Indicated cash values Just Riven. 
These facta auggest the possibility that flOO in preferred and |100 In common stock of the 
Federal Steel Company was given for each tlOO of appraised cash value of the acquired 
Mocks, the remaining preferred stock of the Federal Steel Company beln^ issued In each 
nB« tor c«Bb at par. 
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IixiNOis Steel Compant. — For the $18,650,685 stock of the IHinois 
. Steel Company, plus $3,730,127 in cash, therefore, the Federal Sttel 
Company issued $18,650,635 of its preferred and $14,&20,508 of its 
common stock, a total ol $33,571,143. The cash value of the equity, 
in excess of bond indebtedness, in the property represented by this 
Illinois Steel stock unquestionably was much less. The Illinois Steel 
Company, which was organized in 1889, was itself a consolidation of 
three concerns — the North Chicago Rolling Mill Company (with 
plants at North Chicago, South Chicago, and Milwaukee), the Union 
Steel Company, and certain property of the Joliet Steel Company, 
against which the Illinois Steel Company originally issued $17,- 
622,000 of its stock.' 

The capital stock was subsequently increased to $18,650,635. In 
addition the Illinois Steel Company had outstanding at the time 
of the transfer to the Federal Steel Company $13,200,000 bonds and 
$85,142.67 in scrip. 

At this late date it is practically impossible to say how far the 
stock of the Illinois Steel Company was covered by actual value. 
The valuation placed upon the plants by the officers of the three 
constituent concerns at the organization of that company, for 
purposes of consolidation, was $12,750,000, or about $5,000,000 less 
than the amount of the stock issued by the new concern.' In view of 
the usual tendency to inflate valuations in such mergers, it seems 
altogether probable that these plant valuations were liberal. The 
difference between these valuations and the total issue of stock of the 
new concern may have been covered by working capital. 

'The amouati ot the Illinois Steel Comiiany'H stock Issued for tbe constltntnt cooceniB 
were glTen Id the 1S9T Investors Supplement ot tbe Economist (Chicago) as followB. the 
rates of eicb&n^ being ohtalned from the cODsoIidatlon a)creement : 
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The IlllaolB Steel Compa 
but luBtead the manufact 
aetacbed property. The J( 
tributed to Its stockholder 



thU time ffaa $3,000.000 ; tbe amoui 
*ThlB total was allotted as follows : 

Plant of the North Chicago Rolling Hill C< 

Plant of the Union Steel Company 

Plant of the Joliet Steel Company 



the capital stock of tbe Joliet Steel Company, 
it of the latter at Joliet and possibly some ot Its 
Company HuhBequcntly went Into liquidation and dia- 
ols Steel Company stock received In this manner aa 
ithorized capital stock of tbe Joliet Steel Company at 
t outstanding apparently was about (2,900,000. 
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A ooadeDsed balsnce ^eet of the Illinois Steel Company on June 
SO. 1898, gave the ralae of the plants, with real estate and improve- 
ments, at $20,194,096, and the total book value of the stock (after 
allowing for bonded indditedness) at $19^15.542 : that ia. the capital 
stock, $18,650,635, and the surplus, $664,907. A condensed state- 
ment of the property follows: . 

Plant l3li.-He.-ISS 

Less reserve tor replacfmentH, «c 211,372 

Plant, net 20. 104. «!W 

Permaitent Inrestmaits 7, 021. (KO 

Working capital (nM( 5.3^4.939 

Total net assets 32.(i00.6'*5 

Bonds and scrip 13, 285. 143 

Booli valoe ot stock Ifl. 3171.542 

There is good reason for regarding this boob valuation of the stock 
nt this time as sufficiently high. Including the bonds, the indicated 
book value of the investment was approximately $3^,500,000, which 
was suffiaent to cover a very extensive investment in iroa and steel 
properties. 

lliat the company was liberally capitalized, moreover, is indicated 
by the earnings, which from the date of its organization, in May, 
1889, to December 31, 1897, averaged only 3.8 per cent on the capital 
stock, as follows: 

Tjeu 7.— SUMH-VKT of KARMNG8 OF ELLEXOIS STEEL COMPA.VV. 1SS9-I897. 
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Average umim*! net carnlnKii, after Interart on bonda and depreciation. 8| 

EqualDnlsiuedinocki>l>l8,«0,6SS>t3 1 

Average aiuinal net eMiilngs, May, 18*9, la December, 1802, 3i years 

Average rate, 1889-18B2, onlj 1 

1 Eight montlis. 

' These diTldtnds. which liutude (he scrip dividend of 13^ per cent, oi 
IS PM cent, or VBafiXi, mtt not p»d nntU ISSJ. 

• Defictt. 

•Defloft. After allowing (ot depredation (chiefly on ore> or (1,487,371. 

> Duiing a small portion of Ihla period (he amount of atook Imwd waa a 
■nsttrlaUy affect tbe svenge rate u ban slated. 
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While there is, of course, no rigid relationship between earnings 
and property values, it must be admitted that average earnings of 
less than 4 per cent bj a large steel company over a period of more 
than eight years do not indicate a high value for the stock. It is 
true that during the latter part of the period covered the iron in- 
dustry was very badly depressed in sympathy with the commercial 
panic which affected all business at that time. From 1889 to 1892, 
however, the steel industry was distinctly prosperous. An average 
rate of earnings of only 8.9 per cent for this particular period, there- 
fore, indicates that the capitalization of the Illinois Steel Company 
at least did not understate the investment. 

This conclusion is further supported by the prices of the com- 
pany's stock, which from 1895 to the middle of 1898 (or just prior 
to the transfer of the company to the Federal Steel Company) ruled 
at considerably below par, and frequently at much less than half 
the par value. The highest and lowest prices of stock, yearly, for 
this period were as follows : 



Year. 


HlgHan. 


Lowtet. 


Y^. 


Hlshest. 


Lowest. 




821 


33 


1897 


80 






1898 (iBUiiaiy to July) 









•In the latter part of 1898 the price of the stock rose sharply, but 
this was undoubtedly due to the pending organization of the Federal 
Steel Company. 

So far as the available evidence goes, therefore, it suggests that the 
maximum valuation which can be placed upon the stock of the Illi- 
nois Sted Company would be the book valuation above given, namely, 
$19,315,542, or after an adjustment for the accounts of certain sub- 
sidiaries, $19,238,149. Indeed, such valuation seems unduly liberal. 
Using this figure, however, and adding to it the $3,730,127 in cash 
acquired therewith (see Table 6) gives a total consideration of 
$22,968,276, against which the Federal Steel Cranpany, as above 
shown, issued $33,571,143 of its stock ($18,650,635 preferred and 
$14,920,508 conunon). This, of course, is over and above the bonded 
indebtedness. 

Minnesota Iron Company. — For the $16,500,000 stock of this con- 
cern, plus $4,471,500 «ash, the Federal Steel Company (see Table 6) 
issued $22,357,500 of its preferred and $17,886,000 of its common 
stock, or a total of $40,243,500. 

It is exceedingly difficult to estimate the value of the Minnesota 
Iron Company, It included extensive ore property, improved and 
unimproved, a fleet of 9 ore steamers and 7 barges, also $3,000,000 
capital sto(^ of the Duluth and Iron Hange Eailroad, a very profit- 
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able concern, together with soma miscellaneous securities and quick 
assets. The consolidated balance sheet of the company for June 30, 
1898, the date as of which the Federal Steel Company acquired this 
concern, showed a surplus of $6,436,134, which, added to the capital 
stock of $16,500,000, gives a total book value of $22,936,134 ; the com- 
pany had no bonded debt, but there were $7,742,000 underlying bcMids. 

While there can be little doubt that the actual investment in the 
property was considerably less than the book value, it is difficult to 
say how far the book value may have differed frcmi a fair current 
valuation of the property at the time the Federal Steel Company 
was organized. The ore property of the company had enhanced in 
value somewhat, while the extent of the ore reserves later proved to 
be considerably greater than the original estimates. The value of 
tJie company^s investment in the Duluth and Iron Range Railroad, 
which had a substantial monopoly of the ore business in a limited 
section of the Lake region and which earned large profits (an aver- 
age of nearly 20 per cent on the $3,000,000 capital stock from 1894 
to 1898), is also difficult to estimate. 

The earnings of the Minnesota Iron Company for the three years 
ended April 30, 1893 (later figures are not available), were equivalent 
to 8^ per cent on the $16,500,000 of stock outstanding. As these, on 
the whole, were distinctly prosperous years, this average rate does not 
indicate a valuation of the property in excess of the stock plus the 
accumulated surplus. The market valuation of the stock of the com- 
pany during this period ranged frwn about $65 to $90 per share, or 
considerably less than par value, while from 1894 to July, 1898, the 
htock never sold as high as $80 and frequently sold below $50, and 
occasionally below $40, per share; in the latter part of 1898 it rose 
sharply to about par, but this price was in anticipation of the organi- 
zation of the Federal Steel Company and can not be used aa an 
indication of the value of the property.^ 

Therefore, as in the case of the Illinois Steel Cwnpany, so far as 
the available evidence indicates, there is reason to believe that the 
real value of the property did not exceed the book value, i. e., the 
capital stock plus the surplus, as shown by the consolidated balance 
sheet 

Elgin, Jolibt ani> Eastern Railway Company. — ^The stock of the 
Elgin, Joliet and Eastern Railway Company, as above noted, was 
valued for consolidation purposes at $87.50 per share in Federal Steel 
preferred stock, this being equivalent at the current market price of 
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1803 60 -691 

1894 40 -62 



[..i.oJ.vCoOgIc 



124 THE STEEL INDUSTET. 

the latter (see p. 125) to less than $70 in cash. The average earnings 
for the three years ended June 30, 1898, after deducting all fixed 
charges, were equivalent to only about 1.3 per c«it annually on the 
$6,000,000 of capital stock. The c<»npany at the time of the transfer 
had outstanding about $7,417,000 of bonds. This large indebtedness, 
taken in connection with the moderate earnings above shown (even 
allowing for the fact that they were for years of depression) , leaves 
little doubt that a valuation of $70 per share for the stock is not only 
liberal, but probably excessive. On this basis its value would be 
$4,200,000, whereas for this stock, plus $1,050,000 in cash, the Federal 
Steel Company issued $9,450,000 of its securities. 

Lorain Steel Compani' fkoperties. — For $5,017,800 stock of the 
Lorain Steel Company of Ohio, and $3,000,000 stock of the Johnson 
Company of Pennsylvania (this covering the stocks of several sub- 
sidiary companies), the Federal Steel Company issued $1,322,200 
of its preferred stock, and $1,054,800 of its cc»nmon stock, together 
with a cash payment of $2,647,231. It received with these properties 
$264,455 in cash, which may be considered as reducing the net cash 
payment to that extent. The total consideration, taking the Federal 
Steel stocks issued at their par value, would be $4,759,776. A better 
basis,^ however, is to take these stocks at the average market prices at 
which they sold during the first few months after the organization 
of the Federal Steel Company. (See p. 125.) This would reduce the 
net total consideration to approximately $4,068,000. As a matter of 
fact, the original cost of these Ijorain properties as stated to the 
Bureau by the Steel Corporation, was almost exactly $4,000,000. 
Subsequently, the balance of the stock of the Lorain Steel Company 
was acquired at par. 

Summary. — Accepting the book valuations of the lUiDois Steel and 
the Minnesota Iron companies' stocks, and a valuation of $70 per 
share for the stock of the Elgin, Joliet and Eastern Railway Com- 
pany, and allowing $4,000,000 for the Lorain and Johnson concerns, 
the total indicated value of the property acquired by the Federal 
Steel Company, including the new cash capital (net), was approxi- 
mately $62,000,000, as follows : 

Table 8.— "COMPARISON OF INDICATED VALUE OF PROPERTY ISTOl'KB AND 
CASH! ACQUIRED BY FEDERAL STEEL COMP.UiY AT ITS ORGANIZATION 
WITH THE AMOCNT OF ITS STOCK ISSUED. 

IlliDOls Steel itock st par, plus BurpluB (19, 238, 149 

MlQoeBota Iron stock at par, plaa aurplns 22, 936, 134 

Elgin, Jolltt and Eastern atoclc, at 70 per cent of Its par vaiue 4. 200. 000 

•The use of mftrket prEces of the stock of a conaolidatlon In such computations ts as 
a rnle open to objection, as such prices may reflect a value doe to the very merger of 
competing concerns, but In this Instance, owing to tbe comparatively smsll amount In- 
volved, It Is permissible, and In anj event glvea a better baaU than tbe use ol the par 
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loMln Bteel (/ompaDy and Jotanson Compaa; stock, estimated value |4. 000, 000 

Cub: 

Syndicate arraagemcDt f 14, OTS, 000 

Loraln-Johnsou purchase 264,456 

Total 14. 339, 405 

Lesa cash paid In connection with Lorain -Johnson purchase. 3, 647, £31 

Net cash _ _ 11,692,224 

Total indicated Talne of aaaets oTer bonded indebtedaesa '62,066,607 

Federal Steel ptererred Stork Issued 63, 280, »00 

Indicated excess of value over par value at preferred stock alone 8, SOS. 601 

Total Federal Steel stockB Isxned. preferred and common 99. 745, 200 

Total indicated value of assets over banded IndebtedueBS ■ 62. 066, GOT 

Indicated dencleuc; of asBcts. as compared vlth tola! stock Issued 3T. 6T8, 693 

It should be repeated that the above valuations are necessarily some- 
what arbitrary and tentative. The earnings of the Illinois Steel 
Company and the prices of its securities indicate that the book value 
of that concern was excessive, whereas in the case of the ICnnesota 
Iron Company the book valuation may have been conservative. The 
value allowed the Elgin, Joliet and Eastern stock probably is exces- 
sive, while that assigned the Lorain properties is the approximate 
cash cost. Taking conditions as they were in 1898, however, the 
available evidence suggests that an estimate of about $62,000,000, 
as the value of the properties aajuired by the Federal Steel Company, 
after allowing for underlying bonds, is sufficient. The Bureau has, 
however, increased this to $63,000,000, This was over and above the 
bonded indebtedness of these concerns of $30,217,179, which has been 
considered as representing an equivalent investment. 

This conciusicHi finds further confirmation in the market prices of 
Federal Steel stocks. Based upon the average prices for the latter 
part of 1898, the aggregate value of these stocks was approximately 
but $55,700,000, as follows: 

Preferred stock. JTiSJJCO.QOO. nt TR.l t«, 158,710 

CommoD stock. $16,484,300, at 33.4 15,525,756 

Total 5C. 684, 475 

The average prices in 1899 were 82.3 for the preferred stock and 
57.4 for the common stock, which give a total valuation for the stock 
of approximately $70,500,000. The year 1899, however, as already 
noted, was one of abnormal prosperity in the iron and steel industry. 
The average prices of the stock in 1900 were 70.3 for the preferred 
and 42,6 for the common, giving an indicat«d valuation of both 
stocks of roughly $57,250,000. Taking the average prices of the 
ptocks for the entire period from the organization of the company in 
1898 to the close of 1900, the market valuation was about $61,150,000. 
An average valuation ovpr so considerable a period is certainly en- 
titled to considerable weight, and particularly because the Federal 

■ See note 3, Table B, page US. 
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Steel Company was in no sense a monopoly. The close agreement 
between this valuation and the valuation indicated by the foregoing 
rough analysis of the property is striking. 

From Table 6, on page 119, it appears that stockholders of the 
Illinois Steel Company, the Minnesota Iron Company, and the Elgin, 
Joliet and Eastern Railway Company, in return for the deposit of 
their stocks and payment of $9,251,627 in cash, received $46,258,135 
of preferred and $37,006,508 of common stock of the new company. 
There was issued as part of the purchase price of the Lorain and 
Johnson companies $1,322,200 Federal Steel preferred and $1,054,800 
common stock.' There was left for the syndicate, therefore, $5,680,565 
of preferred stock and $8,422,992 of common stock in return for 
$4,823,373 of cash which the syndicate was to furnish in order to 
make up the stipulated total of $14,075,000. This arrangement may 
be summarized as follows : 





Preferred stock 
Issued. 


Common stock 


Total enioiint 


iK3,280,90a 
«; 580:335 


, 












Leavliietor syndicate. . . 


6,680.»6 


8,422.993 



> See note 1, page IIS. 

' Includes |3,000 Issued to original subscribers, who preaumablj' acted lor the imder- 
wrltlng ayodlcatc. 

The payment of $14,075,000 in cash was provided as follows : 

By original atockholders $9,251,627 

By syndicate 4,823,373 



Total 14. 075, 000 

The large residue of stock left in the hands of the syndicate — 
amounting to $5,680,565 preferred and $8,422,992 common — less the 
amount of cash ($4,823,373) provided by the syndicate on its own 
account, constituted the compensation of the syndicate. 

This liberal compensation to the underwriting syndicate is very 
fairly to be considered as sustaining other evidence of extensive 
overissue of stocks of the Federal Steel Company. 

The earnings of the Federal Steel Company likewise tend to the 
same conclusion. The earnings of the constituent companies for the 
nine months ending September 30, 1898, after deducting interest 
on bonds, were officially estimated in a listing application to the 
New York Stock Exchange at not less than $3,000,000, and those 
for the full year 1898 at a minimum of $4,000,000. This sum, it 
will be seen, was equivalent to less than 8 per cent on the $53,260,900 
of preferred stock issued. The capitalization of an iron and steel 
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concern under competitive conditions on a basis of 8 per cent un- 
doubtedly must be regarded as extremely liberal. Including the com- 
mon stock, these earnings were equivalent to only a little more than 4 
per cent. 

The earnings of the company in 1899, after deducting interest on 
bonds of constituent companies and depreciation, were approximately 
$9,100,000. This, it will be seen, was at the rate of approximately 
17 per cent on the $53,260,900 of preferred stock outstanding, and 
about 9 per cent on the preferred and common combined. The 
earnings in the year 1900 were $11,722,332, or about 22 per cent on 
(he preferred stock alone. These earnings, however, were excep- 
tional. For the first three months of 1901 they were at a very much 
lower rate. 

Altogether, the evidence is strong that a considerable portion of 
the common stock of the Federal Steel Company represented nothing 
but "water," or the capitalized hope of future increase in earning 
power, and indicates that a valuation of $63,000,000, over and above 
the underlying bonds, at the time the company was organized (Sep- 
tember, 1898) is sufficiently liberal. 

As shown in Table 4, on page 113, the United States Steel Corpo- 
ration issued in exchange for the stocks of the Federal Steel Com- 
pany in 1901 a little over $110,400,000 of its stock, of which, roughly, 
$60,400,000 was in preferred stock and $50,000,000 in common stock. 
During the interval from its organization to April 1, 1901, of course, 
the investment of the Federal Steel Company had, as just shown, 
been increased from its earnings. The surplus of the company on 
March 31, 1901, was $18,146,700. Adding this to the original invest- 
ment in 1898, and excluding any possible appreciation in the value 
of the property (see p. 168), it is clear that the stock issued by the 
Steel Corporation for the Federal Steel Company's stocks greatly 
exceeded the tangible property back of the latter. 

Section 5. American Steel and Wire Company. 

In the case of this cor^xiration, organized in January, 1899, there 
is convincing evidence that preferred stock was issued up to the 
full value of the tangible assets acquired and that the common stock 
represented nothing but intangible assets, estimated earning power, 
and " water." 

One of the principal companies acquired by the American Steel 
and Wire Company of New Jersey, the American Steel and Wire 
Company of Illinois, was itself an important consolidation, and for 
that reason the basis of its organization may be briefly reviewed. 

American Steel and Wike Company of Ili.inois. — The American 
Steel and Wire Company of Illinois (see Table 3, facing p. 107) was 
organized in March, 1898, with a capital of $24,000,000, equally 
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divided between 7 per cent cumulative preferred stock and common 
stock. The c<Mnpany acquired the following properties : 

Consolidated Steel and Wire Company, with 7 plants. 

The plants of the I. L. EUwood Manufacturing Company, and of 
the Ellwood Wire and Nail Company, at De Kalb, 111, 

The plant of the American Wire Nail Company, at Anderson, Ind. 

Two plants of the Salem Wire Nail Company, onejit Salem, Ohio, 
and one at Findlay, Ohio. 

The plant of the H, P. Nail Company, at Cleveland. 

The plant of the American Wire Company, at Cleveland. 

The facts concerning the organization of this company were dis- 
closed in a suit brought in December, 1899, by John H. Parks, one of 
the promoters, against John W. Gates for an accounting of profits 
alleged to have been made in its promotion. The valuations at which 
the above concerns went into the Illinois consolidation (including 
working capital) and the profits of these concerns, avwaged and 
adjusted over a series of years, as submitted in this Parks suit, are 
given in the follovring table: 



Propwty. 


*«f 


s^ 


Consolidated Steel and Wire Company, 7 plants (working capital in- 


17,000,000 
1,000,000 

i,aso,ooo 
eoo,ooa 

800.000 
1,050,000 




Americfln Wire Nail Company 's plan t (tJOO, 009 working o«)ital Included) 
Salem Wire Nail Company, 2 plants (|100J»0 working capital Included). 


■ 1»,012.1S 

83,283.21 


















12,000,000 






' 



>A» submitted by defcnee in suit o( Jobu H. Parks v. Jobn W, Gates, on appeal, snprome 
court. New York, appellate division, first depart metit. 

As already noted on page 70, before the lUlnolB company was organlied an effort was 
made, in 1897, to form a JTo.OOO,OOU consolidation, but this scbeme fell tbrougb in Febru- 
ary, 1808. Almost Immediately afterwards t'.ie eoncerns above mentioned were consolidated 
as tbe American Steel and Wire Company of IltlDoIs. Tbe valuations placed upon tlie 
plants of tliose companlps by enBinoers employed by J. \'. Morgan & Co. at the time the 
¥70.000,000 combination was under discussion were as follows ; 

CoDsolldBled Sti«l and Wire Company (this Included tbeir 
plants at Allenlovo, St. Louis, Rankin, Jollet |2), Cleve- 

l.ind, and Beaver Falls) (5,814.970 

I. 1.. EUwood'B plants 023,000 ' 

American Wire Company plant, at Cleveland, Ohio T40. 000 

If. r. Nail Company plant, at Cleveland, Ohio 800, 000 

American Wire Xall Company plant, at .Anderson, Ind 700,000 

Salem Wire Nail Company plants, at Salem and Findlay. 
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In the three years preceding the merger (189f>-1897) these com- 
pariies made a total average profit per year of $1,655^5, showing f<H- 
those years a net pr<^t of between 13 and 14 per cent if figured on a 
basis of $12,000,000. 

The average profits above given, which were determined by a firm 
of chartered accountants employed by the bankers, were undoubtedly 
due in large measure to the exorbitant prices of wire and wire nails 
maintained by the wire-nail pool during a considerable portion, of the 
period in question. (See p. 73.) 

From Table 9, therefore, it appears that the American Steel and 
Wire Company of Illinois had $12,000,000 of tangible property ; that 
is to say, its $12,000,000 preferred stock was covered by actual tangible 
assets. The $12,000,000 of common stock was issued as a bonus with 
the preferred. 

The most important of these concerns was the C(»isolidated Steel 
and Wire Coippany. This had a capital stock of $4,000,000, which 
went into the American Steel and Wire Company of Illinois on the 
basis of $175 in preferred and a like amount of common for each $100 
share of old stock, a total of $14,000,000.' 

The $12,000,000 common stock of the American Steel and Wire 
Company of Illinois, while not covered by tangible assets, never- 
theless had a value from the standpoint of earning power. This is 
suggested by the liberal rate of profit as above ctHnputed on the 
$12,000,000 preferred stock alone, namely, about 14 per cent. It is 
also indicated by the prices of the company's stocks. From July to 
November, 1898, the common stock of the company was quoted on the 
New York Stock Exchange at from 25| to 43^, and the preferred from 
82 to 92^. Higher quotations were reached in December, but these 
were undoubtedly due to the pending transfer of the company on very 
favorable terms to the American Steel and Wire Company of New 
Jersey. The average prices for the five months in question were about 
34 for the common and 88 for the preferred. The combined market 
value, therefore, was considerably in excess of the par value of the 
preferred stock. It should be observed, however, that the large earn- 
ing power of the company was attributable in considerable degree 
to the fact that it was a combination of some of the strongest factors 
in the business. 

American Steel and Wibb Company of New Jebset. — This com- 
pany was organized in January, 1899, with $90,000,000 capital stock, 
all of which was issued, as follows : 

t cumulative) »4O,000.000 

1 60. OOO, 000 

TotuI 90, 000. OOO 

■Testimony of Jaba W. Gntca, In tbe Parlig eult, above cited. 
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Ill the organization of this company, the American Steel and Wire 
Company of Illinois was taken over on very liberal terms, namely, 
$100 of preferred stock and $60 in common stock of the new company 
for each $100 preferred stock of the old, and $120 in new common 
stock for each $100 of old stock. The actual amounts of stock issued 
by the New Jersey company for the Illinois concern in this exchange 
were as follows: 





prefeMd. 


New 




M2, 000.000 


r a»n» 




11 400000 








T U1 


13,000,000 


21 600 000 







That is, in exchange for the $24,000,000 stock of the old company 
there was issued by the new concern $33,000,000. 

Ill addition to the Illinois company, the American Steel and Wire 
Company of New Jersey secured most of the other important wire 
concerns of the country. Most of these are given in Table 3, facing 
page 107.' An underwriting syndicate was to provide $28,000,000 
cash, of which $15,000,000 was to be used to purchase these additional 
concerns and the remaining $13,000,000 was to be turned over to 
the company as working capital. Adding to this $28,000,000 the 
$12,000,000 tangible property of the American Steel and Wire Com- 
pany of Illinois at its organization, makes a total of $40,000,000, 
which is exactly the amount of preferred stock issued by the New 
Jersey company. 

In the case of the properties purchased with the $15,000,000 cash 
provided by the underwriting syndicate, the good will was also se- 
cured, since the cash price included these properties as going concerns. 
This alone Would suggest that part of the $40,000,000 preferred stock 
of the new company was issued for intangible assets. On the other 
hand, the common stock of the American Steel and Wire Company 
of Illinois, by the time of its transfer to the New Jersey company, 
may have been partly covered by tangible value. It seems reasonably 
certain that the $40,000,000 preferred stock of the latter concern was 
covered by actual property, including working capital. 

That preferred stock was issued by the American Steel and Wire 
Cranpany of New Jersey up to the full amount of tangible assets is, 
moreover, indicated by the following excerpt from an article in a 
trade journal at the time ; ' 

The syndicate of bankers furnishes the capital to make the 
purchases of the plants and to provide the new company with a 
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working capital of about $13,000,000, exclusive of the worfeing 
capital of the concerns who enter the consolidation. As a matter 
of fact, the new company will have a working capital of $17,- 
342,500, less $750,000 DOnds, as above. Whatever may be neces- 
sary of this working capital may be used for the purchase of 
other properties, which may be agreed upon hereafter. The 
entire amount of capital to be furnished by the syndicate will be 
$28,000,000. 

The aggregate valuation of the plants which are included in 
the new consolidation is $23,407,500. 
It will be seen that thjs statement, which appears to be authorita- 
tive, gives the entire working capital of the new company (includ- 
ing the $13,000,000 clear cash to be provided by the syndicate) at 
$17,342,500, less $750,000 of bonds to be provided for, which leaves a 
net cash capital of $16,592,500. This sum, added to the reported value 
of the plants, $23,i07,500, amounts to exactly $40,000,000, which is 
precisely the amount of the preferred stock issued by the American 
Steel and Wire Company of New Jersey. While the value of the 
plants may have been arrived at by deducting the amount of working 
capital from the preferred stock, this statement, in connection with 
other evidence, seems to indicate beyond a reasonable doubt, in so 
far as it was authoritative, that it was the intention of the organizers 
to issue preferred stock up to the full amount of plant valuations 
■and cash assets, and that the common stock at best represented noth- 
ing but intangible assets. Much of it must be considered as mere 
" water," 

Subsequent acquisitions. — Shortly after its organization, the 
American Steel and Wire Company of New Jersey acquired several 
other properties. Most of these were comparatively small, with the 
exception of the Shoenberger Steel Company of Pittsburg, which 
was capitalized at $3,600,000, and which had an extensive plant. All 
of these later acquisitions were paid for in cash, and therefore it is 
reasonable to assume that they did not involve serious overvaluation. 
The company did, however, in 1900, guarantee an issue of $5,630,000 
of 5 per cent 20-y6ar bonds of the American Steamship Company, of 
which $5,250,000 were issued in payment for the $3,000,000 capital 
stock of that concern (at the rate of $175 per share) and $380,000 re- 
served to retire prior liens. The property back of these bonds con- 
sisted of 12 steamers. The value of these as fixed by the Inland 
Lloyds was only $3,035,000, or practically $2,600,000 less than the 
bonds issued against them. In justification of the high price paid by 
the Steel and Wire company, it was contended that the net earnings 
of this steamship fleet were very large. This was true, the earnings 
in 1900 (not all of the steamers being in operation for the entire sea- 
son) amounting to roughly $762,000, or more than 13 per cent upon 
the total indebtedness of $5,630,000 incurred by the American Steel 
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and Wire Company in the acquisition of these vessels. However, this 
transaction precipitated a violent controversy In the management of 
the Steel and Wire company, because the stock of the steamship com- 
pany had previously been owned by some of the leading directors and 
stockholders of the Steel and Wire concern, who had originally ac- 
quired the property at the equivalent of about par for the stock, which 
they later sold for $175 per share. Moreover, the steamship company 
had paid very liberal dividends during the interval that it had thus 
been operated by these parties, so that their total profit on the steam- 
ship deal was apparently in excess of $3,000,000, the bulk of which 
went to a ccanparatively few insiders in the American Steel and Wire 
Company's management. At least one director of the Steel and Wire 
company, it may be noted, resigned because of dissatisfaction over 
this transaction.' 

Taking all the evidence into consideration, therefore, it appears 
that at the organization of the American Steel and Wire Company 
of New Jersey there were no tangible assets back of the $50,000,000 
common stock, and that the issue of bonds to acquire the American 
Steamship Company's stock was in excess of the appraised value of 
the vessels acquired {this appraisal presumably not including an 
allowance for earning power) . 

The bulk of the common stock undoubtedly was nothing but 
" water." In this connection it may be noted that no less than 
$11,600,000 of the common stock was distributed among a few leading 
interests who managed the underwriting. As shown on page 130, 
$12,000,000 of the $40,000,000 preferred stock of the company and 
$21,600,000 of its common stock was issued for the stock of the Ameri- 
can Steel and Wire Company of Illinois. This left $28,000,000 pre- 
ferred stock and $28,400,000 common stock of the New Jersey concern 
which was disposed of to a syndicate for $28,000,000 in cash. The 
syndicate subscribers received a bonus of 60 shares in common stock 
with each 100 shares'of preferred taken at par. This left 40 shares 
out of each 100 shares of common, or $11,600,000, as a " commission " 
for those managing the organization of the company,' 

This large " commission " is very convincing evidence that the 
common stock of the company was heavily " wate-red." 

The common stock of the company, however, had a value from the 
standpoint of earning power. For the year 1899 the surplus earnings 

' Henoann Slelcken. one of tbe directors who resigned, was quotinl at tbe time as say- 
ing (Chronicle. Dec, 16, 1»00) : 

I confi-ns mysetr anable to Dnderatand vhy the American Steel and Wire Com- 
pBOF, professlnK to have »90,I>OO.OOI) of capital, should Issue 15,000,000 [|6,e;!0.- 
000] In bonds for tbe purchase of 12 ore steamers when 12 new boats of the same 
toDnaKe could today be contracted for and delivered In the spring of 1802 for be- 
tween ^3,000,000 and 13.300.000. and there Is plenty of tonnage to be bad for the 
InterreDlng seaBon. Seven^'-flve per cent of the American Steftmahlp Company's 
stock was rigbt there In the .American Sleel and Wire directors' meeting. Ot course, 
I resigned. 
■The common stock was, o( course, worth much less than par. 
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of the Steel and Wire company, after the dividends oa the preferred 
stock, and after setting aside $1,200,000 for depreciatdon and bad 
debts, were $9,362,530, This was equivalent to 18.7 per cent for the 
common stock. The corresponding surplus profits for the year 1900 
were $4,202,129, or 8.4 per cent for the common stock. MoieoTM", 
dividends were paid on the common stock out of the earnings of 1S99 
at the rate of 7 per cent and out of those for 1900 at the rate of 5 
per cent. 

On March 31, 1901, the accumulated surplus of the company was 
$13,162,106. To this extent, therefore, assuming the allowance fbr 
depreciation to have been adequate, the " water " in the oommon stock 
had been reduced. In other words, at the time of the transfer of the 
Steel and Wire company to the Steel Corporation its tangible prop- 
erty alone was considerably in excess of the $40,000,000 preferred 
stock. 

Undoubtedly the organizers of the United States Steel CorporM-ion 
considered the earning capacity of the company more carefully than 
they did its tangible assets. Therefore, it should be pointed out that 
the earnings above noted, particularly those for 1899, were due in 
large measure to the extraordinarily prosperous condition of the iron 
and steel industry at this period. Obviously, exceptional earnings 
made under these conditions are not alone a proper basis for capi- 
talization. A more important matter, and one which undoubtedly 
received more attention in the organization of the Steel Corporation, 
was the high degree of control over the wire and nail industry 
enjoyed by the American Steel and Wire Company, which undoubt- 
edly had an important influence upon the earning capacity of the 
cranpany. While the Steel Corporation could not, perhaps, reason- 
ably expect to make such large earnings from the wire and nail busi- 
ness as the jVmerican Steel and Wire Company had made in 1899, 
nevertheless the high degree of monopolistic control of tiiis branch 
of the industry which it obtained through the acquisition of this 
company gave it virtual assurance that a liberal rate of profit could 
be earned so long as this control was maintained. 

Section 6. American Tin Plate Company. 

This company was one of the first of the ^reat iron and steel con- 
soHdations, having been organized in December, 1898. Its total 
authorized capitalization was $50,000,000, of which $46,000,000 was 
issued at the time, as follows: 



Prelerred (7 pa cent ct 
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Soon after its organization the company issued $325,000 additional 
preferred stock to acquire another concern. As shown in Table 4, 
on page 113, the United States Steel Corporation, in acquiring the 
Tin Plate company, issued practically $63,500,000 of its stock 
($28,505,250 preferred and $34,993,750 common). Thus the increase 
in capitalization was, roughly, $17,000,000. 

The American Tin Plate Company was one of the group of four 
" Moore " companies, namely, the American Tin Plate Company, the 
National Steel Company, the American Steel Hoop Company, and the 
American Sheet Steel Company, so called because they had been 
organized chiefly by W. H. Moore. 

All of these companies were heavily overcapitalized. In fact, the 
evidence very clearly shows that the common stocks of these com- 
panies originally had no tangible property whatever back of them. 
This was indeed very frankly admitted by Mr. Moore, in testimony 
before the Industrial Commission on the organization of the Ameri- 
can Tin Plate Company, as the following escerpt from that testimony 
shows : 

Everybody knows what they are getting when they get com- 
mon stock. They know they are not getting anything that repre- 
sents assets.' 
Evidence as to the " watering " of these companies, however, does 
not rest simply on this general statement, but is borne out by various 
other more specific facts. 

In the case of the American Tin Plate Company, the testimony 
of several of its officers before the Industrial Commission showed 
clearly that options were obtained upon the various properties and 
that the vendors were then given the privilege of taking the full 
option price in cash or of receiving instead preferred stock equal to 
the amount of such cash valuation, with a bonus of 100 per cent in 
common stock in addition. 

The organizers of the company also raised $4,500,000 of cash 
capital; this was obtained from the sale of preferred stock at par, 
subscribers in this case also receiving an equal amount of common 
stock as a bonus. A part of this cash was used in the purchase of 
nventories and other working assets of the acquired concerns, such 
iquid assets not being included with the transfer of plants. 
The cash valuations agreed upon for the various plants covered 
i as going concerns, and therefore included intangible as well as 
angible considerations. This is clearly established by the following 
excerpt from the testimony of D. G. Eeid, president of the company, 
before the Industrial Commission : 

Q. If a man had got an option on a plant for $100,000 in cash, 
he could take that casli and quit business? — A. Yes. 

' IndaBtrlal CoDunlsalon Reports. Volume I, page &63. 
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Q. If he preferred to take instead of cash $100,000 worth of 
preferred stock and a $100,000 in common stock, he could do 
that? — A. Yes; Judge Moore would let him have it. 

Q. The price, then, that Judge Moore and these tin-plate man- 
ufacturers agreed upon was on a cash basis, and that would in- 
clude, would it not, the value of the plant and the value of the 
business in general ? — A. Good will and all, 
Q. The good will and all?— A. Yes. 

Q. So that, as a matter of fact, the price that was agreed upon, 
the cash price agreed upon, would mean both the value of the 
plant itself and the good will? — A. Certainly; yes.' 
The plants of -the constituent concerns, plus the new working capi- 
tal, represented the total tangible property acquired by the American 
Tin Plate Company. From what has just been stated, therefore, it is 
clear that preferred stock was issued up to the full amount of the 
cash value of the property acquired by the new company, and that 
the common stock was issued merely as a bonus with the preferred, 
or, as shown elsewhere (see p. 178) , for promoters' profits and organi- 
zation expenses. 

That preferred stock was issued up to the full cash value of the 
property is indicated by the following further escerpt from the tes- 
timony of Mr. Reid before the Industrial Commission, already re- 
ferred to : 

Q. Did you not consider that the preferred stock practically 
paid for the plants, for the tangible property? — A. As I have 
already said, Judge Moore paid for the plants in cash. It was a 
cash transaction. However, if an owner of tin-plate property 
would come to him and say, " I do not care for mine in cash ; 
I will take so many shares in stock," he would get from him a 
share of common and a share of preferred stock for each $100 
that he did not take out in cash. 

Q. No matter how many transactions were involved in it, and 
by what circumlocution it was brought about, as a matter of fact, 
did you not consider generally that the preferred stock paid for 
the tangible property that was acquired? — A. Well, if a mill 
had $100,000 cash coming to it from Judge Moore and he gave 
them $100,000 in preferred and $100,000 in cominon stock, that 
man would know that he was getting preferred stock for his 
$100,000,. and whatever he got beyond might be said to be so 
much bonus." 
It should be noted that while the $28,000,000 common stock issued 
by the American Tin Plate Company represented at the time noth- 
ing but " water," by April, 1901, this common stock had considerable 
value as a result of the great earning power of the company. The 
earnings of the constituent concerns of the Tin Plate company for 
the year 1898 — that is, for the year preceding their consolidation, when 
they were operating separately — were officially stated in a listing 

' iDdDBtFial Commission Reportx, Volume I. page 884. 

■IndQetriol CommlwloD aborts, Volume I, pasea 683-SS4, ,-. , 
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application of the company to the New York Stock Exchange at 
$2,000,000. This was equivalent to about 11 per cent on the pre- 
ferred stock issued by the consolidated company. The earnings of 
the company in the year 1899 were approximately $3,600,000, and 
those for the year 1900 exceeded $5,750,000. The accumulated sur- 
plus on March 31, 1901, was $6,177^37, so that to some extent the 
common stock of the company had actual cash assets back of it at 
that date. 

As in the case of the American Steel and Wire Company, it ia im- 
portant to point out that the great earning power of the American 
Tin Plate Company was largely attributable to two circumstances — 
first, the extraordinary prosperity of the iron and steel industry at 
this time, and, second, to the very effective control of the tin-plate 
business which that company held. As already shown, the com- 
pany at its organization had an almost complete monoply of the tin- 
plate business. Shortly after this, moreover, the company entered 
into agreements with leading manufacturers of tin-plate machinery 
with a view to hindering the development of competition, and in this 
it was for a time partially successful. The monopolistic position of 
the company in its branch of the steel industry, therefore, obviously 
made its acquisition particularly desirable, from the standpoint of 
the Steel Corporation, since a liberal profit in this department of the 
business was virtually assured. 

From what has been said it would appear that the value of the 
property, tangible and intangible, acquired by the American Tin 
Plate Company at its organization in December, 1898, did not exceed 
$18,325,000, the amount of the preferred stodt issued — this including 
the $325,000 additional preferred stock issued shortly after the com- 
pany commenced business, WTiile the investment by April 1, 1901, 
had been increased somewhat by the reinvestment of surplus profits, 
there can be no reasonable doubt that the issuance by the United 
States Steel Corporation of approximately $63,500,000 of its stock for 
the property of the American Tin Plate Company meant that many 
millions of this stock were issTied for intangible considerations, while 
many millions more represented nothing but mwe " water." 

Section 7. National Steel Company. 

The capitalization of this company at its organization, in Febru- 
ary, 1899 (exclusive of $1,000,000 preferred stock isnued somewhat 
later), was e» follows: 



stock. 


AutHorlMd. 


Issued. 


Prrin«d(7p«c«i 






(27,000.000 
32,000.000 
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Testimony of William E. Beis, president of the company, before 
the Industrial Commission in October, 1899, showed that the com- 
pany had been organized along substantially the same lines as the 
American Tin Plate Company and the American Steel Hoop Cc«n- 
pany ; that is to say, the former owners of the properties acquired 
were given the option of taking a cash price or of taking part or all 
of the payment in stock of the new company. Where payment was 
taken in stock, preferred stock was given up to the amount of the 
cash option price, and 100 shares of common stock were given with 
each 100 shares of preferred. It will be noted that the authorized 
amount of common stock exceeded the amount of the preferred by 
$5,000,000, This excess went to the promoters. The following ex- 
cerpt from the testimony of Mr. Reis is in point : ^ 

We [the owners of the constituent concerns] gave an option 
in this way: We gave an option for cash with the privilege to 
take all cash, or part cash and part stock, or all stock, at our 
option. We exercised the option at the completion of the com- 
pany and took all stock. 

Q. At what rates was the stock taken? — A. We took one 
share of preferred stock for each $100 of cash [value], and with 
each share of preferred stock we got one share of common; 
so we got a share each of preferred and common for each $100 
of value. 

Preferred stock, with an equal bonus of common stock, was like- 
wise issued for the working capital, of which the company had about 
$9,000,000 when it commenced business. 

It appears, therefore, that the total cash value of the property and 
cash assets acquired by the company at its organization, over and 
above its underlying bonds, did not exceed the $26,000,000 preferred 
stock issued. It is probable that the cash prices were chiefly deter- 
mined by the value of the tangible assets alone. 

Later in 1899 the company issued $1,000,000 of its preferred stock 
to acquire certain property of the Oliver & Snyder Steel Company, 
this purchase including a blast furnace, a tract of 803 acres of coking- 
coal lands, and a 10-year contract for the production of 700 coke 
ovens of the Oliver & Snyder concern, as well as a contract for a one- 
sixth share of the ore production of the Oliver Iron Mining Com- 
pany. The transaction involved the assumption of $250,000 under- 
lying bonds on the furnace property. In view of the substantial 
consideration acquired, however, it seems entirely reasonable to 
assume that there was no overvaluation in this additional issue of 
preferred stock. 

From time to time as the company extended its investments, 
particularly in ore and steamship property, it incurred further 

1 InduBtFlal Commission Reports, Volume I, page 944, 
4525°— 11 11 ,- I 
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indebtedness, the total at the time of its absorption by the United 
States Steel Corporation being about $7,000,000. 

From what has been said it appears that the $32,000,000 common 
stock of the National Steel Company originally represented nothing 
but earning power and "water." The company was, however, one of 
the most successful of the large iron and steel consolidations, and its 
great earning power unquestionably gave a value to the common 
stock aside from any consideration of tangible property. The earn- 
ings of the company in the first year of its operations, after deduct- 
ing interest charges, were approximately $8,750,000, or 32^ per cent 
on the preferred stock. The directors, however, wrote off $3,617,000 
as depreciation, so that the net surplus at the close of February, 
1900, after allowing for the full year's dividend on the preferred 
stock, was about $3,233,000, or a little over 10 per cent on the com- 
mon stock. During the period from March 1, 1900, to April 1, 1901, 
when the company was acquired by the Steel Corporation, it made 
further large earnings, and the undivided surplus on April 1, 1901, 
amounted to $6,910,995. This addition to its investment, however, 
as pointed out in the case of the American Tin Plate Company, was 
undoubtedly a less important consideration from the standpoint of 
the Steel Corporation than the great earning capacity of the com- 
pany. This earning capacity was largely due to the great increase 
in prosperity in the industry as compared with the period prior to 
its organization, but was also probably due in some measure to the 
influence of consolidation, although the National Steel Company had 
no monopoly of the products which it handled, as the American Tin 
Plate Company had. On the other hand, owing to its close affilia- 
tion with the American Tin Plate and American Sheet Steel com- 
panies, it had a more or less exclusive market for a considerable part 
of its production of crude and semifinished steel (billets, bars, etc,), 
and this may have had an important bearing upon its earning 
capacity. 

As shown in Table i, on page 113, the United States Steel Corpora- 
tion issued roughly $73,700,000 of its stocks for $26,992,200 preferred 
and $31,969,800 of the common stock of the National Steel Company, 
or at the rate of $125 of its preferred for every $100 of National 
Steel preferred and $125 of its common for every $100 National Steel 
common. 

Section 8. American Steel Hoop Company. 
The American Steel Hoop Company was organized in April, 1899, 

with the following authorized capitalization, all of which was issued: 

Preferred stock (7 per c«it cumulative) $14,000,000 

Common Block 19,000,000 
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The organization of the company was conducted by W. H. Moore 
in connection with New York bankers. C. S. Guthrie, then president 
of the company, in testimony before the Industrial Commission in 
October, 1899, said that the organization of the American Sted Hoop 
Company, the American Tin Plate CcMnpany, and the National Steel 
Company was " sutetantiaHy the same in every respect," This means 
that the promoters determined upon a cash valuation of the plants, 
and then gave the vendors the option of taking cash or of taking 
preferred stock up to the amount of such cash valuation of the 
property, with an equal amount of common stock thrown in as a 
bonus. Moreover, in view of what has already been said in the case 
of the Tin Plate and National Steel compani^, the above statement 
of President Guthrie indicates that the cash valuation covered in- 
tangible as well as tangible considerations. In other words, all of 
the common stock of the company at its organization was nothing 
but " water," or the capitalization of future hopes. 

It will be noted that the issue of common stock exceeded that of 
the preferred by $5,000,000. This went to the promoters for " organ- 
ization expenses." 

The company at its organization had a cash working capital of 
about $3,000,000. 

Not only was the common stock issued as a mere bonus, but it is 
a fair question whether the preferred stock of the American Steel 
Hoop Company was fully covered by property value. The earnings 
of the company during the first nine months of its organization 
amounted to $720,000. This is at the rate of less than 7 per cent 
per year upon the $14,000,000 preferred stock. The earnings of the 
next year, however, were decidedly larger, but the accumulated 
surplus of the company on March 31, 1901, was only $1,600,311. 

A further indication that the preferred stock may have included 
some " water " is found in the market quotations of the company's 
stocks, which in the main sold at relatively much lower prices than 
those of several of the other companies previously discussed. 

As already shown, the preferred stock of the company was ex- 
changed at par for preferred stock of the Steel Corporation, and the 
common stock at par for the common stock of that concern. 

Section 9. American Sheet Steel Company. 

This consolidation, which has already been referred to on page 
91, apparently was organized on the same general lines as were 
followed in the case of the other "Moore" companies; that is, the 
promoters determined upon the. cash valuation for the plants to be 
acquired, and then gave the vendors the option of taking payment 
in cash or in preferred stock up to the full amoimt of the cash 
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valuation with a bonus of 100 per cent in common stock. The cash 
working capital was raised on the same terms. 

The plan of organization in the case of the American Sheet Steel 
Company, however, was somewhat different from that in the case 
of the American Tin Plate, National Steel, and American Steel Hoop 
companies, as above described, in that the amounts of common and 
preferred stock were identical. These amounts were as follows: 



Stock. 


Authofiwd. 


baaed. 


Preferred {7 p*r cent 




26,000,000 


(24 600 000 
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In the case of the three other "Moore" companies, it will be re- 
called, there was an excess of common stock over the preferred, all 
of which was issued to tlie promoters for organization expenses and 
their profits. There can be little doubt that tlie promoters likewise 
received a large amount of stock in the case of the American Sheet 
Steel Company. Indeed, it seems probable that in addition to receiv- 
ing a block of common stock they received a substantial block of pre- 
ferred stock as well. 

In this connection it may be noted that the Iron Age, in discussing 
the organization of the company in its issue of February 22, 1900, 
about the time the negotiations were being consummated, stated that 
$4,000,000 of preferred stock and the same amount of common stock 
were to be issued for cash, while $12,000,000 preferred and $12,000,- 
000 common were to be issued for the plants that were going into 
the consolidation. This article stated that the remaining $10,000,- 
000 of each class of stock would be retained in the treasury, whereas 
instead, as shown above, all but $1,500,000 of each class of stock was 
issued. 

If the above statement were correct, it would appear that the 
total property value acquired by the company was $16,000,000 
($4,000,000 cash and $12,000,000 in plants) and consequently that the 
remaining $8,500,000 of preferred, as well as all of the common stock, 
may have been issued either as a bonus or as a compensation to the 
organizers. This, however, can not be definitely stated; the organ- 
izers of the company, when questioned by the Bureau, declined to 
discuss the amount of the promoters' eommis-sion, professing to have 
no records or recollection as to its amount. 

It is certain, however, that preferred stock was issued by the 
American Sheet Steel Company in excess of any fair valuation of 
the property, including cash capital. The company at its organiza- 
tion acquired 164 sheet mills, several open-hearth furnaces and bar 
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mills, as well as 19 puddling furnaces. An allowance of $40,000 as 
the value of an ordinary mill (including land for the site) at that 
time would undoubtedly be liberal, so that the total value of the 164 
mills acquired would be only about $6,500,000. The additional plants 
of the company could not have been worth more than a few million 
dollars. The Bureau has, therefore, valued the plants of this concern 
at $12,000,000, allowing $1,000,000 more for detached real estate, and 
has valued its natural-gas property at $2,000,000 (see p. 185), and the 
working capital at $4,000,000, a total of $19,000,000; against this, 
however, should be placed the bonded debt of $2,000,000. 

In this connection it may be noted that in 1900 the common stock 
of the company (as quoted in the Pittsburg market) did not sell 
above 23, while it sold as low as 15; the highest for the preferred 
stock in that year was 76| and the lowest 55. Taking the highest 
quotations of the two stocks together the sum is a little less than the 
par of the preferred stock alone, while at the lowest quotations one 
share of preferred and one share of common together were worth 
but 70. These low prices are very good evidence of unusually heavy 
overcapitalization "in the case of this company, and particularly as 
this was a period of high prices for sheet-steel products. In the early 
part of 1901 the prices of these stocks advanced sharply, but this 
undoubtedly was due to the prospective organization of the United 
States Steel Corporation. 

The earnings of the company for the period from March 29, 1900, 
the date of its organization, to December 31 of that year, were only 
$564,543; in the first three months of 1901, they were $1,111,937, but 
the surplus of the company on March 31, 1901, was only $705,757, 
showing that the company had made only an unimportant increase 
in its investment from operations. 

As already shown, the Sheet St*el stocks were taken over by the 
Steel Corporation at par in new preferred and new common, respec- 
tively. 

Section 10. National Tube Company. 

The capitalization of this company at its organization in 1899 
consisted of $40,000,000 of 7 per cent cumulative preferred stock 
and $40,000,000 common stock, practically all of which was issued. 

The company was organized along lines substantially similar to 
those adopted in the case of the American Steel and Wire Company ; 
that is, preferred stock was issued up to the full amount of the 
tangible assets, -including working capital, while the common stock 
was issued as a bonus with the preferred and for organization ex- 
penses and promotion services. It appears that $50 of the common 
stock were thus issued with each $100 of preferred for each $100 
of property value or ca^ acquired. The remaining 50 per cent of 
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the issue of common stock appears to have gone to the promoters for 
organization expenses and their profit. 

According to an official statement filed with the New York Stock 
Exchange, the company commenced business on July 1, 1899, with 
net current assets of approximately $16,100,000. Deducting this 
amount from the $40,000,000 of preferred stock issued would leave 
approximately $24,000,000 to represent the plants acquired. 

The most important companies acquired were the National Tube 
Works Company, with plants at McKeesport and Pittsburg, Pa,, 
and the Riverside Iron Works, with. plants at Wheeling and Ben- 
wood, W. Va., and Steubenville, Ohio, A balance sheet of the 
National Tube Works Company as of July 1, 1899, gave tlie plants 
at $8,118,000 and the net current assets at $6,086,000, a total of 
more than $14,000,000. It is probable, however, that this balance 
sheet valuation was excessive. A special reason for this conclusion 
is that not long after the properties were transferred to the United 
States Steel Corporation in 1901, it was found necessary to recon- 
struct to a very large extent the plants of the National Tube Works 
Company. (See p. 266.) 

The balance sheet of the Riverside Iron Works as of July 1, 1899, 
gave the plants at. $1,943,000 and other net assets at $2,200,000, 

Assuming that the plants of the two concerns were worth the sums 
at which they were entered on the balance sheets ($10,061,000), and 
accepting the value of all the plants acquired by the National Tube 
Company at $24,000,000, would leave $13,939,000 for the remaining 
plants acquired. . 

The remaining plants were those of the following companies : 

Pennsylvania Tube Company. Pittsburg, Pa. 

Oil City Tube Company, Oil City, Pa. 

National Galvanizing Works, Versailles, Pa. 

Syracuse Tube Company, Syracuse, N. Y. 

Delaware Iron Company, New Castle, Del. 

Allison Manufacturing Company, Philadelphia, Pa. 

Cohoes Tube Works, Cohoes, N. Y. 

Ohio Tube Company, Warren, Ohio, and Morristown, Pa. 

American Tube and Iron Company, Middletown, Pa., and 

Youn^town, Ohio. 
Chester Pipe and Tube Company, Chester, Pa. 
Oil Well Supply Company, Pittsburg, Pa. 

These smaller plants entering the consolidation had an annual 
capacity of about 650,000 tons of iron and steel wrought pipe, which, 
based upon a valuation of $13,939,000, would be equivalent to ap- 
proximately $20 per ton capacity. 

The aggregate capacity of the National Tube Works and the Riv- 
erside Iron Works in finished products was about 350,000 tons, 
which, on the basis of $10,061,000 as the value of their plants, would 
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give an average of about $30 per ton. These two companies, how- 
ever, had, in addition to finishing mills, blast furnaces nnd steel 
works, while the Riverside Iron Works had some coal property as 
well. A higher average price per ton of capacity, therefore, would 
naturally have been paid for these two principal concerns than for 
the smaller concerns just enumerated. 

In this connection it may be noted that the original agreement for 
the organization of the National Tube Company contemplated the 
purchase of several other tube concerns generally similar to the 
group of 11 just mentioned, but that in the final organization of the 
company these were omitted. In lieu of transferring these compa- 
nies, the organizers of the company agreed to pay the National Tube 
Company $2,500,000 in cash. The capacities of the plants thus omit- 
ted aggregated about 150,000 tons of pipes and tubes. On this basis, 
the cash payment or forfeit of $2,500,000 would be equivalent to 
about $17 per ton as compared with an indicated valuation of $20 
per ton for the group of 11 concerns above enumerated. While such 
a c<Hnparison is necessarily arbitrary, it tends to show that an allow- 
ance of approximately $14,000,000 for the 11 plants in question is 
sufficiently high. 

The available evidence, therefore, indicates that the common stocli 
of the National Tube Company at its organization was of practically 
the same sort as the common stocks of most of the other large con- 
solidations discussed in this chapter ; that is, that it was not repre- 
sented by actual property values. 

The National Tube Company, however, was one of the most suc- 
cessful of the constituent concerns of the United States Steel Corpo- 
ration, and by the time that it was acquired by the latter its com- 
mon stock had a high market value because of the company's earning 
power. For the year ended June 30, 1900j the profits of the cwn- 
pany, after deducting all expenses, exceeded $14,600,000, and 
after deductions for depreciation, bad debts, etc., the net earnings 
were $13,878,000. This, it will be seen, was at the rate of nearly 
35 per cent on the $40,000,000 of preferred stock outstanding, and at 
the rate of 17 per cent on the total capitalization of $80,000,000. 
After allowing for the full 7 per cent dividend on the preferred 
stock, the remaining surplus earnings were equivalent to 28 per cent 
on the common stock. From the standpoint of the United States 
Steel Corporation, therefore, the common stock of the National Tube 
Company had a considerable value regardless of the extent to which 
it was covered by tangible assets. It may be noted, moreover, tJiat 
on April 1, 1901, the company's books showed a surplus of $27,484,569, 
so that at that date the common stock had a very considerable amount 
of tangible assets back of it as well as earning power. 
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The earnings of the company for the fiscal year 1900 undoubtedly 
reflected the unusual prosperity of the period and therefore were not 
a proper basis for judging the value of the property under ordinary 
conditions. However, the National Tube Company substantially 
dominated its branch of the steel industry. In a listing application 
to the New York Stock Exchange in February, 1900, the company 
started that it had fully 90 per cent of the country's capacity of 
tubular goods. As already shown, this appears to have been an over- 
statement, and 75 per cent seems a more accurate figure. This, how- 
ever, made it the dominating factor in this branch of the industry. 

As shown in Table 4, for $79,934,800 stock of the National Tube 
Company the Steel Corporation issued $103,432,991 of its stock, an 
increase, therefore, of $23,498,191. 

Section 11. Shelby Steel Tube Company. 

This was a New Jersey company with $15,000,000 authorized 
capital stock ($6,000,000 preferred and $9,000,000 common), formed 
in 1900 as a reorganization of the Shelby Tube Company of Penn- 
sylvania, a $10,000,000 concern. 

It is probable that the common stock of the reorganized company 
was little more than " water." This is indicated by the details of 
the reorganization given in the accompanying footnote,' and also by 
the quotations of the company's securities on the Chicago Stock 
Exchange, which were as follows in the years 1900 and 1901 : 
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The exact amount of " water " in the stock is a matter of minor 
importance, however, since the United States Steel Corporation in 
acquiring the stocks of the Shelby Steel Tube Company effected a 
verj' drastic reduction in capitalization. These stocks were acquired 
on the following terms : One share of United States Steel preferred 
for each 2f shares of Shelby Steel Tube preferred; 1 share of United 
States Steel common for each 4 shares of Shelby Steel Tube common. 
In otha- words, the Shelby Steel Tube preferred received 37^ i>er 
cent in United States Steel preferred, and the Shelby Steel Tube 
common 25 per cent in United States Steel common. 

At that time (June, 1901) United States Steel preferred stock was 
selling about par, and the common stock at about 50. Had the 
entire amount of Shelby Steel Tube stock been exchanged, and the 
United States Steel shares received therefor sold at these average 
prices, the net cash return to Shelby Steel Tube stodiholders would 
have been as follows : 
50,000 shares o( Shelby Steel Tnbe preferred wonld have received 

18,750 shares o( United States Steel preferred, which at par would 

have been worth $1,875,000 

SI,SI5 Shares of Shelby Steel Tube 

20,378 shares of Uoited States Steel 

have been worth 



As a matter of fact, not all the stock of the Shelby concern was 
inunediately exchanged. The exact amounts exchanged during 1901 
are given in Table 4, on page 113. However, in thisrough estimate of 
the total value of the Shelby concern, the entire amounts of its stock 
should be taken into consideration. 

While this total of $2,893,900 does not necessarily indicate the exact 
cash value of the Shelby Steel Tube concern, it may fairly be said to 
represent the approximate cost of the Shelby Steel Tube property to 
the Steel Corporation, reduced to a cash basis. (See note, p. 124.) 

Through the acquisition of this concern the Steel Corporation es- 
tablished its supremacy in the seamless tubing branch of the steel 
industry. 

Section 12. Americaji Bridge Company. 

This company was incorporated in May, 1900. Its authorized and 
issued capitalization at the time of its organization were as follows ; 



Prffenrd (7 p«r cent ciunnlative) . . 



C,.,.0.:j,CO(5glc 



146 THE STEEL INDnSTBT. 

By the time the company was acquired by the United States Steel 
Corporation the outstanding preferred stock had been increased to 
$31,373,800 and the common stock to $30,950,800. 

The promotion of this company was handled by I. Gifford Ladd, 
of Providence, R. I,, who was to receive, in consideration of the trans- 
fer of the various properties to the Bridge company, $20,499,000, par 
value, of its preferred stock, and $34,999,000, par value, of its com- 
mon stock, together with the sum of $5,500,000 in cash {$1,000, par 
value, of the preferred stock, and $1,000, par value, of the common 
stock, was issued to the original incorporators for cash). However, 
as a part of the transaction Mr. Ladd agreed to purchase the rranain- 
ing $14,500,000 of preferred stock, which was to be issued for cash 
at par. In other words, leaving out of consideration the small amount 
of incorporators' stock, the entire $35,000,000 of preferred stock and 
$35,000,000 of common stock which it was originally proposed to 
issue were to be delivered to the promoter in return for the properties, 
plus $14,500,000 in cash, from which gross amount of cash, however, 
$5,500,000 was to be turned back to the promoter, apparently to pur- 
chase certain concerns which were not ready to take stock or which 
demanded a part of the payment in cash. The promoter having been 
unable to deliver nine of the properties the purchase of which was 
originally contemplated, surrendered under abatement arrangement 
$4,772,200 of preferred stock and an equal amount of common stock, 
thus making the total amount of each class originally issued $30,- 
227,800; this was shortly increased to $30,527,800 of each class. 

The precise arrangement between the promoter and the various 
vendors is not deiinitely known, but it appears that in most cases the 
vendors were allowed 100 per cent of the cash valuation of their 
plants in preferred stock, with a large bonus in common stock. It 
may be noted that the promoter sold $14,500,000 of preferred stock 
to bankers for cash at par, allowing them as syndicate managers a 
bonus of $7,250,000 in common stock as their commission, and allow- 
ing the participants in a syndicate to be organized by these bankers 
a further amount in common stock equivalent to 30 per cent of any 
sums which these syndicate participants should be actually called 
upon to pay in cash. It seems probable that this arrangement was 
made in order to relieve the promoter from the necessity of raising 
the large amount of cash. 

Of the $14,500,000 total cash capital provided, approximately 
$12,670,000 was expended for plants and for working capital, this 
amount including the $5,500,000 paid to the promoter. This left a 
net cash balance on hand of $1,832,000. The amount of working 
as.sets thus acquired {as distinct from plants) was approximately 
$9,700,000, the balance of the original cash presumably being used 
in the purchase of plants. The total cash and cash capital for work- 
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ing purposes provided the company was, therefore, approximately 
$11,500,000. Deducting this from the amount of preferred stock 
originally issued ($30,527,800) leaves a balance of approximately 
$19,000,000 for the plants originally acquired, to which should be 
added preferred stock subsequently issued, amounting to about $850,- 
000, making the grand total of tangible assets acquired $31,374,000, 
and of the plants alone $19,874,000. 

On March 31, 1901, the American Bridge Company had a surplus 
of $4,030,331. As shown in Table 4, the preferred stock received 110 
in United States Steel preferred and the common stock 105 in Unit«d 
States St«el common. 

Section 13. Lake Superior Consolidated Iron Hines. 

This company was organized under New Jersey laws in 1893, with 
an authorized capital of $30,000,000, all common stock, of which 
about $25,000,000 was issued at the time. At the date of its absorp- 
tion by the United States Steel Corporation, in April, 1901, the out- 
standing stock of the company was $29,424,594. The company at 
one time created a mortgage of $10,000,000, under which about 
$1,500,000 in bonds were issued. These were subsequently redeemed, 
and in 1898 the mortgage was canceled. 

The company was a consolidation of the mining properties of the 
Wetmore, Merritt, and Kockefeller interests, but was commonly 
known as a Rockefeller concern. The Wetmores and the Merritts, in 
the development of their mining properties and the Duluth, Missabe 
and Northern Railway, had become heavily indebted to the Rocke- 
feller interests, with the result that when the panic of 1893 occurred 
they were practically bought out by the latter. 

Such meager evidence as is available as to the organization of the 
company indicates that it was capitalized on an extravagant basis. 
One report at the time made it appear that the mining properties on 
the Mesabi Range went in on a basis of about $17,000,000, and the 
railroad and its ore docks at $2,000,000; in addition there were mines 
in Michigan and Wisconsin, and elsewhere. These figures can not be 
considered as reliable, but there can be no doubt that by far the 
greater part of the $25,000,000 stock originally issued was for the 
mining properties in the Mesabi district. It may be noted that the 
Iron Age, in discussing the company in its issue of December 26, 
1895, stated : 

Owing to some circumstances connected with the formation of 
this company, * * * it is difficult to separate the cost of 
these mines from that of the money paid for the road, which is 
also one of the properties of the corporation. It is safe to assume 
that $1,500,000 has paid for all the so-called Merritt properties 
put into the Consolidated, and to cover all expenses connected 
with their admission into the company. These properties, some 
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of which are fee and some lease, are believed by the most con- 
servative to contain not less than 70,000,000 tons of ore, con- 
siderable of which is, naturally, non-Bessemer. In addition to 
these the company have the Adams mine, the recent purchase 
from the Koucheleau-Ray Company, the Lake Superior and the 
McKinley. These have been gathered in at a cost of Aliout 
$2,300,000, and contain not less than 95,000,000 tons of ore. The 
Lake Superior leases alone are estimated at 50,000,000 tons, while 
the Adams lease is put down for far less than its owners would 
themselves estimate it. The holdings of this company are there- 
fore put at 166,000,000 tons, and secured at a cost of less than 
$4,000,000. There is in addition the railroad property belonging 
to the consolidation, which cost what it was worth, except that 
the county of St. Louis gave it $250,000 under the belief that the 
Merritts had control. While all these properties are not operated 
bv the Consolidated company, they are so tied up as to be 
obliged to ship over their road, and enter into the consideration 
of their holdings so far as tonnage is concerned. 

While such a newspaper account can not be regarded as authorita- 
tive, it clearly indicates that the stock of the company originally was 
heavily watered. This is further im^icated by the prices of the stock. 
Shortly after the company was organized its shares are reported to 
have sold at about $75 to $80, but in the depression of the middle 
nineties they sold as low as $9 a share and as late as 1898 they sold 
at $2.^ per share. The highest reported price in the boom of 1899 
was about $60 per share ; during 1900 it was quoted around $75 per 
share. Just prior to the organization of the Steel Corporation, the 
stock advanced very sharply, but this was obviously due to the very 
favorable terms upon which it was taken over by that concern, 
namely, 135 per cent in United States Steel preferred stock and 135 
per cent in United States Steel common. However, sales of the stock 
were comparatively infrequent, and, furthermore, the company had 
never paid a dividend, so that the market price can not be regarded 
as a very safe indication of a fair valuation. At the same time, such 
information as is available concerning the organization of the com- 
pany and the prices of its stock suggest that its capital at the start 
was heavily " watered," 

The Lalte Superior Consolidated Iron Mines, according to a list- 
ing statement submitted to the New York Stock Exchange by the 
Steel Corporation, had ore reserves in 1901 of from 300,000,000 tons 
to upward of 400,000,000 tons. It should be noted that much of this 
ore property was merely leased and not owned, so that to this extent 
the interest of the company was merely an equity in the ore. 

One very valuable asset of the company was the Duluth, Missabe 
and Northern Railway, of which it owned the entire outstanding 
$2,512,500 capital stock. At the time of the transfer of the Lake 
Superior Consolidated Iron Mines to the Steel Corporation this road 
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had outstanding $7,765,000 of bonds, of which $2,305,000 were owned 
by the Lake Superior Consolidated Iron Mines. 

The road extends from Duluth into the Mesabi Range, and in 1901 
bad a main line of about 120 miles of track, with second tracks, sidr 
ii^, etc., of about 100 miles. It is chiefly concerned in the transporta- 
tion of iron ore. Like the Duluth and Iron Bange Railroad (see p. 
123) the Duluth, Missabc and Northern was able to operate at a very 
low cost The average earnings of the road for the period 1897-1900, 
after deducting interest on bonded debt, were equivalent to about 21 
per cent on the outstanding stock, while the earnings in 1900 alone 
were at the rate of nearly 58 per cent. There can be no doubt that 
this railroad was a very important consideration to the Steel Corpo- 
ration in the purchase of the Lake Superior Consolidated Iron Mines, 
especially since with the Duluth and Iron Range Railroad it gave 
the Corporation a very effective control of ore transportation in the 
Mesabi region, not only with respect to its own production, but also 
to that of many of its competitors. 

While, however, the railroad property was a valuable one, and 
while the Lake Superior Consolidated Iron Mines had very extensive 
ore reserves, as well as a considerable investment in mining im- 
provements and equipment, the general evidence as to its organization 
and prices of its stock does not indicate a value for the company 
under competitive conditions at the time of its acquisition in excess 
of the par of its $29,424,594 stock outstanding. The subsequent 
value of the property, resulting from monopolistic control by the 
United States Steel Corporation of the Lake ore supply and the 
transportation thereof, is a very different matter. This question of 
merger value is referred to elsewhere. (See p. Ji26.) 

The Bureau has, however, allowed in addition to the par value 
of the stock the surplus of the company on April 1, 1901, (See 
Table 12, p. 167.) 

Section 14. Bessemer Steamship Company. 

This was the leading ore vessel interest on the Great Lakes. It was 
a Rockefeller concern, and in this way was affiliated with the Lake 
Superior -Consolidated Iron Mines, but the two corporations were 
distinct. 

At the time of its acquisition by the United States Steel Corpora- 
tion (May, 1901), the Bessemer Steamship Company owned 56' 
vessels, with a combined capacity of about 228,600 tons per trip. 
These were acquired on a cash basis by the Steel Corporation, the 
consideration being $8,500,000. As this price averages about $150,000 
per vessel, or about $37 per ton of capacity, it seems probable that 
it was not greatly excessive, even though many of the vessels were 
old and comparatively small. (See pp. 194^197.) 
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Section 15. The Carnegie Company. 

This company was incorporated under New Jersey laws in March, 
1900, to merge under a single head all the various Carnegie proper- 
ties, including the H. C. Frick C6k& Company and its subsidiaries. 
It was capitalized as follows : 



stock 160, 000,000 

It is difficult to form a satisfactory estimate of the value of the 
properties of the Carnegie Company. There was no underwriting or 
promotion in the ordinary sense of the word, and the securities 
were not actively dealt in. In fact, no public sales of the stock were 
ever reported, except for a few scattered shares just about the time 
the company was acquired by the St«el Corporation. (See p. 171.) 
All of its securities were taken by the various individuals who had 
previously been indentified with the Carnegie and Frick concerns. 
It is impossible, therefore, to apply the same tests to this company 
that have been used in discussing the valuations of the other constit- 
uent concerns of the Steel Corporation, 

It may, however, be noted that in the early part of 1899 W, H. 
Moore (the organizer of tlie American Tin Plate, National Steel, 
and several other steel companies), together with H. C. Frick and 
Henry Phipps, jr. (both partners of Mr. Carnegie), contemplated 
the purchase of the Carnegie and Frick properties and the transfer 
of these to a new corporation, and in accordance with this plan se- 
cured an option for the purchase of the old Carnegie Steel Company 
(Ltd.) on the basis of $250,000,000, and of the H. C. Frick Coke 
Company on the basis of $70,000,000, or a total o£ $320,000,000. It 
was reported that the prospective purchasers contemplated the 
organization of a company with no less than $675,000,000 capital- 
ization. The deal fell through, however, the promoters paying Mr. 
Carnegie a cash forfeit of $1,170,000 for their option on his indi- 
vidual holdings in the Carnegie concern. 

The failure of these negotiations, together with a disagreement 
over the terms of an alleged coke contract between the H. C. Frick 
Coke Company and the Carnegie Steel Company (Ltd.) resulted in 
very bitter feeling between Mr. Carnegie and Mr. Frick, which cul- 
minated in an attempt to eliminate the latter from the Carnegie 
.concern, under an old partnership arrangement known as the " iron- 
clad agreement," which was designed to enable the controlling inter- 
est in the company to compel the resignation of any member whose 
connection was no longer desired. It was proposed to pay Mr. Frick 
for his interest in the Carnegie properties (which amounted to 6 
per cent of the total) in cash. The book value of the old Carnegie 
company's properties on January 1, 1900, as officially determined at 
this time, was $75,610,104, this including about 30 per cent of the 
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stock of the H, C. Frick Coke Company owned by the Camepe Steel 
Company (Ltd.). On this basis, Mr. Frick's interest of 6 per cent 
was equivalent to $4,536,606. 

Mr. Frick, however, was dissatisfied with this allotment and 
brought suit against Mr, Carnegie and his other partners to restrain 
them from carrying out their plans for eliminating him from the 
concern, Mr. Frick in his bill of complaint asserted that the book 
values of the various properties by no means represented their market 
values, as will be seen from the following excerpt from the bill ; 

The books of said company do not now and have not re- 
cently contained a reasonable valuation of its assets, A very 
large quantity of its assets on the 1st day of January, 1900, stood 
upon its books at very inadequate valuations. Some of the as- 
sets did not there appear at any valuation. This was known to 
Carnegie and the other partners. The fair value of your orator's 
interest therein could not be determined from what now appears 
on the books of said company. 
The answer of Mr, Carnegie and his associates to these contentions 
was, in part, as follows : 

These books show that the net value on the 31st day of De- 
cember, 1899, of the assets of the Association was $76,610,104.96. 
To a large extent this book value represents the actual cost of the 
properties represented in the balance sheets of the Association. 
From time to time during the plaintiff's membership in the Asso- 
ciation he, and other members, were appointed a committee to 
revalue certain assets. In every instance of such revaluation 
the plaintiff himself has been a member of such committee, and 
the values now entered and the properties included as having 
value may be taken as the plaintiff^s own statement of their value 
to his fellow-members, on which, during the plaintiff's member- 
ship, more than fifteen settlements had been made with retiring 
members or the estates of deceased members. 

In the year- 1892, and in anticipation of the dividend of 
profits which was then declared, the assets of the Association 
were carefully revalued and appraised by a committee consisting 
of H. C. Frick, H. M. Curry, and F. T. F. Lovejoy. Again, 
in the year 1899, at the snggestion of a committee consisting of 
H. C, Frick, Henry Phipps, jr., and F, T. F. Lovejoy, certain 
changes were made in tne book value of the assets of the 
Association, and the result thus reached was a just, fair, and 
reasonable valuation of said assets, and was so accepted by the 
Association. 

Every month a balance sheet of the Association's assets and 
liabilities has been prepared, and a copy of the same furnished 
to the plaintiff, on which balance sheet the " book value " of the 
capital is clearly shown ; and we aver that the va:luation of the 
assets as shown on said books and balance sheets is a full, fair, 
and accurate valuation of the same, and that there has not been 
omitted from such books and balance sheets any asset which 
should properly find a place thereon. 
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The method of valuing the interests of any mCTober or mem- 
bers according to the valuation as stated on the books is emi- 
nently just and liberal. It is a method of ascertaining the value 
of partnership interests largely adopted both in this country 
and in England. The experience and Judgment of business men 
justify us m saying (as we do) that such a method of valuation 
in large manufacturing companies, and especially of iron and 
steel in our country, as a rule, is more liberal to the seller than 
to the buyer; for experience has shown that partnership assets, 
on a just appraisement, seldom reach the value at which they 
stand on the books of the concern, and thatt a settlement made 
with a withdrawing partner, at a valuation of his interest based 
upon its value as appearing on the books of the firm, is, in a 
very large majority of cases, highly advantageous to such with- 
drawing partner. 
Mr. Frick, in his bill of complaint, made the following statement: 

With the then outlook, Carnegie estimated in November, 1899, 
that it [the company] will realize from its business for the 
year 1900 a profit of $40,000,000, and I then and now believe 
that said profit will exceed $40,000,000. During the year end- 
m^ December 31, its net profits were $21,000,000. 
. Its assets on the 31st day of December, 1899, were clearly 
worth more than $250,000,000. Within the last few months 
Carnegie has asserted the fair -value thereof to be greatly in 
excess of that sum. He has further asserted that they are of such 
value that in ordinary times of peace and reasonable business 
prosperity in England, the same could be readily placed in the 
London market on the basis £100,000,000. Since the making 
of these assertions the value of these assets has largely increased. 

Within the year 1899 huge additions to and improvements of 
the works have been completed, thereby adding enormously to 
their producing power. Other additions and improvements, 
now in course of construction, which will still further greatly 
increase said producing power and future profits, will soon be 
completed. 
Mr. Carnegie's answer on the matter of the value of the property 
was a flat denial, as follows : 

It is not tr\ie that on December 31, 1899, the said Asaooiation 
had assets'or property, either rial or pergonal or tangible, in- any 
form, which the said Association in its legal capacity could trans- 
fer, which icere worth $250,00<)p00 ; nor did the defendant, An~ 
drew Carnegie, euer assert that said assets were in, excess of that 
sum.' The said Andrew Carnegie has repeatedly expressed the 
opinion with reference to the earning capacity of said company 
that the personnel of its organization was worth more than all 
the property of the company. It is true that the said Andrew 
Carnegie has expressed and still holds sanguine views as tothe 
future of said company, but any such views are based upon the 
maintenance -of the organization of the said company in its 
present condition of efficiency and harmony. 
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Statements thus submitted in litigation obviously must be used 
with discretion, but the positive and direct assertion of Mr. Carnegie 
that the Carnegie Steel Company (Ltd.) did not have assets or prop- 
erty in any form which it could legally transfer to the value of $250,- 
000,000 is entitled to some weight. On the other hand, under the 
" ironclad agreement," above referred to, there may have been an in- 
ducement to keep the book values unduly low, so that this can not 
be accepted as necessarily a true indication of the property values; 
in fact, it is certain that some of the book values of investments were 
less than the true value. The intangible assets of the Carnegie con- 
cern, such as its organization and great earning power, were also 
important. 

The valuation of such intangible considerations in the case of a suc- 
cessful company whose securities were not on the market is an ex- 
tremely difficult matter. It is reasonably certain, however, that the 
value of the tangible property of the Carnegie Steel Company (Ltd.) 
and of the H. C. Frick Coke Company, taken together, was very much 
below the $320,000,000 of stock and bonds issued by the new Carnegie 
Company of New Jersey when it acquired these concerns. 

Analysis or balance sheet of Carnegie Steel Oompant (Ltd.) 
ON March 1, 1900. — Following is a copy of the balance sheet of the 
Carnegie Steel Company (Ltd.) on March 1, 1900, or just before the 
organization of the Carnegie Company of New Jersey was perfected, 
as given in J. Howard Bridge's " Inside History of the Carnegie 
Steel Company": 
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Special fDDds : , 

CoutlDgeat tund (667, 143. BO 

ContlDgent, Bpeclsl Til, 810. 00 

BelliilDK fund 211, 328. 8B 

Coal eitinEDlBhment fnnil IG, 822. 45 

$1. 496, 104. 80 

One to partners 4; 113, 457. 38 

BnrpluB 66, 678, 914. 19 

Capital _. 2B, 000, 000. 00 

81, 679, 914. IB 

(101, 416, 808. 43 

It is possible in a general way to analyze some of the principal 
items in this balance sheet 

CufiHZNT ASSETS. — Including the amounts due from partners and 
the " undivided capital," these current assets aggregated $43,121,086. 
Against this total, however, should be placed the current liabilities 
(including the amounts due to partners), aggregating $15,606,313, 
thus leaving the net working assets at $27,514,773.' 

Manufactuhing plants. — The manufacturing plants — that is, 
" works and properties " — it will be seen, were entered on the bal- 
ance sheet at $42,396,513.74, or, including improrements up to the 
1st of March, 1900, of $958,797.35, at a total valuation of $43,355,- 
811.09. This item represents chiefly blast furnaces, steel works, and 
other manufacturing plants, with the plant sites, and also includes 
some miscellaneous land and some coke property. 

This book valuation of the manufacturing properties may be ac- 
cepted as a fair current valuation at the time. These properties, as 
already shown, had been revalued on various occasions by the Car- 
negie interests. It is true that the plant sites, as claimed elsewhere 
(see note, p. 158), may have appreciated considerably, and that pos- 
sibly the full amount of this appreciation was not shown. A very 
rough comparison of capacities and, valuations for the Carnegie, Fed- 
eral Steel, and National Steel companies, however, indicates that the 
book valuation of the manufacturing properties of the former must 
have been reasonably near a fair current valuation. 

Investments. — The only other significant item of assets, as entered 
on the balance sheet, is that of investments, which, it will be -seen, 
amounted to $14,940,405,50. This item is the most difficult of any 
to criticize intelligently. It included the holdings of the Came^e 
Steel Company (Ltd.) in the H. C. Frick Coke Company, the Oliver 
Iron Mining Company, the Pittsburg Steamship Company, the Car- 
negie Natural Gas C(«npany, the Union Railroad Company, the 
Pittsburg, Bessemer and Lake Erie Railroad Company, and some 
minor investments. 

' It IB poasIWe that some ot the Items nnder " Special (unda ■' tn the preceding balance 
■beet should be deducted from the in'OHB cnrreDt BB8etB, but slQce the exact natnre o( 
these ta not known this baa not been don?, bat Instead a dedactlon tor all these tondi 
and the mortsages !s later made. (See p. 159.) 
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The Carnegie Steel Company (Ltd.) held a 29.552 per cent interest 
in the stock of the H. C. Frick Coke Company, the par value of 
which amounted to $2,955^00, but which was carried on the books 
of the Carnegie Steel Company (Ltd.) at $5,110,042; this, as shown 
elsewhere (see note, p. 158), was the book value, representing the 
actual cost plus its proportion of undivided surplus. On the basis of 
such a valuation for a 29.552 per cent interest, the entire boob value of 
the H. C. Frick Coke Company's stock would have been $17,291,696. 

There can be no doubt, however, that the real value of this H. C. 
Frick Coke property was greatly in excess of the book value. The 
company, in March, 1900, had approximately 40,000 acres of coking- 
coal land, the value of which at the time probably ranged anywhere 
from $750 to $1,000 per acre. It also had 11,000 coke ovens, which 
may be reckoned as worth from $6,000,000 to $7,500,000. The com- 
pany also owned several subsidiary concerns, chiefly water or trans- 
portation companies. The aggregate value of these miscellaneous 
investments, however, could not have been very great. Without 
Attempting any detailed valuation of the Frick Coke properties, it 
is probably safe to say that at a conservative valuation they wers 
worth in March, 1900, from $40,000,000 to $50,000,000. James J. 
Campbell, the former auditor and secretary of the Carnegie Com- 
pany, in an affidavit submitted in litigation against the Steel Cor- 
poration in 1902 (see p. 158), stated that the 30 per cent interest of 
the Carnegie Steel Company (Ltd.) in the H. C. Frick Coke Com- 
pany was " considered to be worth more than $20,000,000 " in March, 
1900. On this basis the entire value of the Frick concern would have 
been at least $66,667,000. However, Mr. Campbell's estimate, since 
it was submitted in defense of the Steel Corporation's capitalization, 
was likely to exaggerate a fair mai^et valuation, and it seems that 
an estimate of $50,000,000 for the Frick property would be much 
nearer the mark and probably high. 

Another important investment was that in the Oliver Iron Mining 
Company, of which the Carnegie Steel Company (Ltd.) held $1,000,- 
000 capital stock, out of a total of $1,200,000. This stock, according 
to the affidavit by James J. Campbell, above referred to, was carried 
on the books of the Carnegie concern at $2,167,000, this sum represent- 
ing the original investment plus accumulations of profit, but after 
allowing for outstanding indebtedness. This sum undoubtedly was 
less than a fair valuation of the Carnegie company's interest in the 
Oliver Iron Mining Company. While the valuation of the ore prop- 
erty of the Steel Corporation can best be considered as a whole instead 
of by parcels, it may be noted here in passing that the remaining cme- 
sixth interest in the Oliver Iron Mining Company which had been 
held by the Oliver & Snyder Steel Company was valued in 1897 by the 
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owners, in an option submitted to the promoters of a $75,000,000 
wire consolidation then in contemplation, at $1,400,000. If that was 
a fair price for that fraction, it would indicate a value for the entire 
property, at that time, of $8,400,000, on which basis the five-sixths 
interest held by the Carnegie Steel Company (Ltd.) would have been 
worth $7,000,000. In view of the fact that this option was sub- 
mitted to promoters who were organizing a consolidation, it is fair to 
assume that the vendors named a price which they considered liberal. 
On the other hand, the value of ore property in 1897 would not be a 
fair criterion of the value of the same property in 1900. Moreover, 
during this interval the Oliver Iron Mining Company had added 
materially to its holdings of ore, so that for this reason also the price 
named on this one-sixth interest in 1897 can not be regarded as con- 
dusive. 

It may further be noted that this one-sixth interest in the Oliver 
Iron Mining Company, together with a one-sixth interest in the 
Pittsburg Steamship Company, was sold in 1901 for $9,250,000 of 
United States Steel preferred stock and a like amount of United 
States Steel common stock. As shown elsewhere (p. 196), the cash 
value of the one-sixth interest in the Pittsburg Steamdiip Company 
in April, 1901, may be estimated as worth about $625,000, the book 
investment in the fleet on that date being $3,783,000. Assuming that 
the United States Steel common stock issued in this transaction was a 
mere bonus, and that the $9,250,000 of preferred stock represented the 
full cash value of the ore property and the steamship projwrty com- 
bined, this would indicate a cash price of $8,625,000 for the one-sixth 
interest in the ore property alone. On the basis of such a valuation 
the five-sixths interests held by the Carnegie Steel Company (Ltd.) 
would have been worth $43,125,000, and the entire property $51,750,- 
000. Such a valuation, however, is certainly excessive. The United 
States Steel Corporation was anxious to get control of this ore com- 
pany, and tfie price which it was willing to pay for a small fraction 
of the stock under these conditions might be an even more unsafe 
criterion than the option price on this same one-sixth interest given 
four years earlier. 

In view of the difficulties of estimating the ore property by parcels, 
the Bureau, as already stated, has undertaken a valuation of the ore 
property of the Steel Corporation as a whole. This is done in Chap- 
ter III. No attempt is made to place a definite valuation upon the 
ore property of the Carnegie company by itself. 

The Union Railroad Company, which was carried on the hooks of 
the old Carnegie company at $2,290,000, was probably worth consid- 
erably more than that sum (see p. 193), and the book valuation 
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assigned the Carnegie Natural Gas Company, namely, $1,500,000, 
was probably low.' 

The valuations at which the other investments of the Carnegie 
St«el Company (Ltd.) were carried on its books are not known. 
The most important of these were 110,010 shares (par value $5,500,- 
500) of the common stock and 10,000 shares (par value $500,000) of 
the preferred stock of the Pittsburg, Bessemer and Lake Erie Rail- 
road Company, a five-sixth interest in the Pittsburg Steamship Com- 
pany, the entire stock of the Pittsburg and Conncaut Dock Com- 
pany, and a one-half interest in the Pewabic company, owning the 
Pewabic mine. There can be no doubt that a fair valuation of the 
stock of the Pittsburg, Bessemer and Lake Erie Railroad Company 
in March, 1900, would be considerably less than the par value of the 
shares. Even allowing the full par value, however, the Carnegie 
company's investment in that stock would have been worth only 
about $6,000,000. 

The Pittsburg Steam.ship Company in March, 1900, had 6 steamers 
and 1 barge, some of which were old and of small capacity. It had 
under construction, however, 5 new and large steamers. The book 

■EicerptB from Mr. CampbeU's alBiIavlt Unbmltted In Jnlf. 1902). referred to on 
page 156, dmcernliig these profiertleB, follow: 

For eiample the Carnegie Steel Company (Ltd.) theD [early In IBWH owned 
11.000.000 par value out of the total par value of 11,200,000 of the OHvsr Irott 
Ulnlag Companj. which was entered on the hooka of the Carnegie Steel Companr 
(Ltd.) at t^lHT,000 corresponding to the net hook value of the properties as they 
appeared on the books of the Oliver Iron Mining Company Itself. The book vaine 
of these ore properties represented the cost of acqalrlne_tbe same and accumulatloDB 
of prollt. The Oliver Iron Mining Company owned Bessemer and other Iron-ore 

Koperties of enormous value, which had been acquired at a very low cost and 
fore the great value of the Lake Superior BesBemer ores was known. Some of 
these ore properties, which were acquired at a nominal cost, are now worth one hun- 
dred fold such cost. 

The 30 per cent interest in the H. C. Frlck Coke Company was carried on the hootui 
of the Carnegie Steel Company (Ltd.l at 15.110,0*2. which was based not on the 
actual value of the irroperties themselves but on the book value, which represented 
cost and undivided surplus, but most of such properties were purchased many years 
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s shown later, the Steel Corporation was at this time endeavorlnK to Justify its 
huge capitalization so that there was a great temptation betore Its ofDcers to ipake their 
■ ■ ■s of its property liberal. 
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investment in these vessels on March 1, 1900, was $2,385,947. On this 
basis, the five-sixths interest of the Carnegie Steel Company (Ltd.) 
would be worth, roughly, $2,000,000. 

The investment in the Pittsburg and Conneaut Dock Company waa 
approximately $1,200,000. 

On the foregoing basis the indicated value of the Carnegie and 
Frick properties, other than their ore and natural-gas property, 
would be approximately as follows : 

Assets other than " InveetmeDtB " (book value) : 

Working cnpital $27,500,000 

Manufacturing properties 43, 350, 000 

Union Railroad Company (see text) 2,290,000 

Pittsburg Steamship Compan}' (flve-slxths In- 
terest) 2,000,000 

Pittsburg and Conneaut Dock Company 1,200,000 

" Investments " exclusive of ore and natural-gas prop- 
erty (estimated value) ; 

H. C. Frlck Coke Company (entire property) 50,000,000 

Pittsburg. Bessemer and Lake Erie Kailroad (52 

per cent interest) 6,000,000 

The total of these various items is $132,340,000, but after deducting 
the mortgages of $2,734,471 and the special funds of $1,496,105 
shown in the balance sheet on pages 154—155, the net total would be 
approximately $128,100,000.' 

All of the above valuations are probably sufficiently liberal, with 
the exception of that for the Union Itailroad Company, the actual 
value of which stock probably considerably exceeded its book value. 
Allowing as much as $4,000,(XK) additional to cover this item, there 
■would be left, roughly, $28,000,000 of bonds and all of the $160,000,000 
stock of the Carnegie Company to cover its ore and natural-gas 
property and a few unimportant remaining items, and intangible 
considerations. The valuation-s of the ore and natural-gas properties 
are taken up in the next chapter. 

The Carnegie ore properties were almost entirely leaseholds, which 
have, of course, as a rule, a lower value than fee property. The ore 
tonnage on these properties was very much less than that of the 
Lake Superior Consolidated Iron Mines. 

These figures, while arbitrary in many respects, certainly suggest 
that the tangible property of the Carnegie Company of New Jersey 
was not much, if at all, in excess of the $160,000,000 bond issue, and 
that the $160,000,000 stock was issued for earning power and other 
intangible considerations. 

It may be noted that in the agreement providing for the or- 
ganization of the New Jersey company it was stated that the various 

'Ab Bhown on page 80, there was h conBlderable amount of underlying Indebtedness, 
largely of railroad concema. This need not be considered here, however, aa I 
placed on the stacks of eucb roada allow lor auirh Indebtedness. 
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Carnegie Steel properties would receive $125,000,000 in bonds of 
the new concern and a like amount in its stock,^ and the H. C. Fricfc 
Coke properties $35,000,000 in bonds and $35,000,000 in stock. This 
arrangement, in view of the usual method at that time of giving 
common stock as a bonus with preferred issues, certainly gives some 
color to the suggestion that the bonds may have been regarded as 
similar to preferred stock and intended to cover the physical property 
and that the stock was issued to cover earning power and other in- 
tangible considerations. 

There can be no question that the earning power of the properties, 
as distingui^ed from the value of the tangible assets, figured very 
largely in the capitalization of the New Jersey concern. As shown 
above (p. 152), the answer of Mr. Carnegie and his associates in 
the H. C. Fridi suit stated that Mr. Carnegie had repeatedly ex- 
pressed the opinion that the personnel of the organization was worth 
more than all of its property. In this connection the following 
further excerpt from the answer may be cited : 

The profits which have resulted do not represent simply earn- 
ings or interest on the capital invested, but nave been the prod- 
uct from year to year of the brains, intelligence, and industey of 
the several members who, in their separate departments, have so 
conducted the business of the association as to produce this 
profit. Any capitalization of the earning power of the enter- 
prise as a going concern would in no wise represent only the 
value of the plant and other property which are the assets of 
the Association, and to which alone upon his withdrawal, retire- 
ment, or exclusion from the Association the plaintiff is entitled 
to an account. Such capitalization would be based upon the 
continued operation of the plant by the members, upon whoss 
future earning power the plaintiff has no lien or claim. 

Earminos of the Cahneqie phoperties in 1899. — ^The earnings 
of the principal Carnegie properties for the years 1896-1900, as given 
by J. H. Bridge, in his book upon the " Inside History of the Car- 
negie Steel Company," were as follows; 
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■ This mar bave ooTered the Carnegie Bt«tl CompoDy'i intenK In the H. C. TiiCk Coke Company. 
■Bridge. "Tbe Inside nistoryof tbe Carnegie Steel Company," page2IIG. 

>llr. Bridge In bta book referred to 14,600,000 as additional pnjQts nlnvcMed, bat It was not da 
wbatlier this applied to the yeai 190D or to a longer period. 
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The earnings of the company for 1899, it will be seen, were 
$21,000,000, this amount including $1,253,853 (or 29.552 per cent) of 
the earnings of the H. C. Frick Coke Company. The total profit of 
Ihe Frick concern, therefore, was $4,242,870. Including these total 
earnings, the entire profit of both the Carn^e and Frick concerns 
for the year was $23,989,017. This would be equivalent to only 
7.5 per cent on a capitalization of $320,000,000. To capitalize a 
great iron and steel concern on a basis of 7.5 per cent would be sug- 
gestive of overvaluation in any instance. When it is considered that 
the year 1899 was one of exceptional, prosperity in the iron and steel 
industry, such overvaluation is the more apparent. It is true that in 
1900 the earnings of the Carnegie and Frick properties combined 
were nearly $40,000,000, or at the rate of about 12^ per cent on a 
total capitalization of $320,000,000. The year 1900, however, while 
not quite so remarkable with respect to the high prices of products 
as 1899, was a phenomenally prosperous year for the Carnegie Com- 
pany, and the earnings afford no satisfactory basis for judging the 
value of the property. 

The earnings of some of the otiier large iron and steel companies 
for the year 1899, and the ratio of those earnings to capitalization, 
were as follows : 



C<Hnpu7. 


I33ii«d Mcuri- 


belore drdmU 
intenst.' 


Per 
cent. 




tI2S.34S.0a0 
82,000,000 
00,000,000 


S, 930,000 
K,IW,530 


74 



















' IncludiDK underlying; bonds but not cither Indebtediuss. 

<In two cases theeaminga are not t»r the exact calendar year; thuithe fiscal year of the Nadanal Sted 
Company ended February 28, 1900, and Uiat ot the National Tube Company ended June 30, 1900. 

From this table it appears that the earnings of the Federal Steel 
Company in 1899, before deducting bond inta-est, were equivalent 
to 7.4 per cent on its total outstanding capitalization (stock and 
bonds). This was substantially the same rate as that indicated by 
comparing the earnings of the Carnegie and Frick concerns, in the 
same year, with the subsequent capitalization of $320,000,000. More- 
over, the earnings of the other three companies — National Steel Com- 
pany, American Steel and Wire Company, and the National Tube 
Company — show a higher rate on their total capitalization than do 
even the enormous earnings of the Carnegie Company for the year 
1900. In view of the preceding evidence that the capitalization 



sdbvGoOgIc 



162 THE STEEL INDUSTBT. 

of these three concerns was very greatly in excess of their actual 
investment, the fact that they still showed higher rates of earnings 
than the Carnegie Company in its exceptionally prosperous year 
may be fairly presented as confirming other evidence that the 
capitalization of the Carnegie Company was excessive. 

Further evidence tending to the same conclusion is shown in the 
following table, which gives the capacity of finished products of the 
Carnegie, the Federal Steel, and the National Steel companies, and 
the amount of securities per ton of capacity in 1900 : 



^„,. 


Tailed sscurl' 

tica, D<e. 31, 

1900. 


producla. 


Becarlti«a 
pertAQ 
qajBcity. 




l»33fl,«>0,(»0 
128,346,000 
62,060,000 


3,200,000 
2,300,000 
2,009,000 






M 











impaiisoD puiotuu»money obU- 



It should be noted that these figures of capitalization and capacity, 
as well as those of earnings given in the preceding table, are not 
strictly comparable for the reason that the Carnegie Company had 
a larger investment, relatively as well as absolutely, in coal and 
miscellaneous properties than most of the other concerns. However, 
the Federal Steel Company had very extensive ore property and also 
very important railroad properties, while its holdings of coal and 
coke were important. It has already been shown that the capitaliza- 
tion of that concern was very greatly in excess of the value of its 
investment in tangible property at its organization; and allowing 
for additions through surplus earnings up to the close of 1900 there 
can be no doubt that there was still a considerable excess of securities 
over the investment in tangible property. Including such over- 
capitalization, however, the average per ton of capacity for the 
Federal Steel Company was only $55, whereas the average for the 
Carnegie Company was, in round numbers, $105 per ton. The 
average for the National Steel Company, it will be seen, was 
only $31 per ton, but this is not so fairly comparable as that of the 
Federal Steel Company. However, the fact that these two heavily 
capitalized concerns show average capitalizations per ton of capacity 
very much below the per ton average for the Carnegie Company tends 
to confirm other evidence of extensive overcapitalization by the latter 
concern. 

Excessive price paid for Carnegie Company by Steel Corpora- 
tion.— -For $159,450,000 of bonds and $160,000,000 of stock of the 
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Camegie Company, the United States Steel Corporation issued $492,- 
000,000 of its securities, as follows : 

For $159,450,000 of Carnegie Company bonde bonds.. $159, 450, 000 

For $96,00^000 of Carnegie Company stock do 144,000,000 

' preferred stock.. 98, 277, 120 



For $64,000,000 of Caroegle Company stock i common stock 



. 90, 279, 040 

. '492,006,160 



There can be no poa,sible doubt that this enormous is^sue of securi- 
ties by the Steel Corpomtion to acquire the securities of the Carnegie 
Company meant heavy overvaluation. Of course, the United States 
Steel Corporation, in buying the Camegie Company, paid not only 
for tangible assets, but also — and very liberally — for earning power, 
and, perhaps more important still, for the elimination of Mr. Car- 
negie. However, even on the basis of earning power, the price paid 
for the Camegie Company's securities was excessive. As just shown, 
the earnings of the Camegie Company in the year 1900 were about 
$i0.000.000. This compares with combined earnings of all the 
Camegie and Frick concems in 1899 of about $24,000,000, which in 
turn were greatly in excess of the earnings of any previous year. 
Earnings of even $40,000,000, however, represent only a little over 
8 per cent on the total amount of securities issued ($492,006,160) by 
the Steel Corporation for the Carnegie concern. The average earn- 
ings of the Carnegie and Frick properties in 1899 and 1900 were 
about $32,000,000. This average amount would be equivalent to 6J 
per cent on the total amount of securities issued for the company. 
The year 1899, as just stated, was a phenomenally prosperous one in 
the steel industry, and 1900, despite some reaction, was by far the 
most prosperous year ever enjoyed by the Carnegie concern up to 
that time. To capitalize a steel business on the earnings of two ab- 
normally prosperous years on a 6 of evMi an 8 per cent basis obvi- 
ously means heavy overvaluation judged by any reasonable standard. 

That the purchase price of the Camegie Company involved a 
heavy overissue of Steel Corporation securities is evident from a 
comparison of this price with prices paid for stocks of the Federal 
Steel Company and the National Steel Company, which companies, 
it will be remembered, were in the same general class as the Carnegie 
Company, since they were well integrated and since they were chiefly 
concerned with the manufacture of the cruder and heavier classes 
of steel products. The amounts of United States Steel securities. 
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par value, issued in the acquisition of the securities of these three 
companies were as follows : 

Total U. 8. Steel securities 
iBBaed In acqulaltloo, 

Carnegie Company '$492,006,160 

Federal Steel Company 110,415,546 

National Steel Company T3, 702, 500 

In otJier words, the Steel Corporation issued about 4^ times as 
much in its securities, at par value, for the Carnegie Company as it 
did for the Federal Steel Company, and nearly 7 times as mudi 
as it did for the National Steel Company. This, however, does not 
fairly state the case, because, as just shown, more than one-half 
the purchase price of the Carnegie Company was in bonds, which 
were worth much more than St«el Corporation stocks, whereas no 
bonds were issued for the stocks of the Federal Steel and National 
Steel companies. Based upon the market values of the securities 
issued, the price for the Carnegie Company was about 6 times as 
great as that for the Federal Steel Company and about 9 times as 
great as that for the National Steel Company. 

It should be pointed out that the property of the Carnegie Com- 
pany was acquired subject to underlying indebtedness, approxi- 
mating $24,850,000 (including purchase-money obligations, etc.) , and 
that the stock of the Federal Steel Company was preceded by nearly 
$27,150,000 of underlying indebtedness, and that of the National 
Steel Company by about $6,000,000. It will be seen, therefore, that 
the property of the Federal Steel Company was subject to a greater 
underlying indebtedness, both relatively and actually, than was that 
of the Carnegie concern. 

However, it is incredible that the Carnegie Company was worth 
to the Steel Corporation 6 tinges as much or even 4J times as much 
as the Federal Steel Company (even after allowing for the under- 
lying debt in eacKcase), except on the sole ground that the Corpora- 
tion thus acquired what would have been its most dangerous competi- 
tor. In other words, this price was the price of peace. The capacity 
of the steel works, blast furnaces, etc., of the Carnegie Company was 
only about 40 to 50 per cent grea.ter than that of the Federal Steel 
Company. It is true that the Carnegie Company had very much 
larger holdings of coal and coke property and possibly as large 
holdings of iron-ore lands as the Federal Steel Company. Even 
at high valuations for these coke and ore properties, however, it 
would be absurd to argue that the Carnegie Company was worth 6 
times or even ii times as much as the Federal Steel Company, The 
United States Steel Corporation, of course, in making these acqui- 

' Ot this total f3O3,4SO,O00 was In United Ststee Steel bonds. (See note 2, p. 1T4.) 
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sitiona considered earning power and other intan^ble considerations, 
and on this basis might have been justified in paying a much greater 
price foF the Carnegie Company than for the Federal Steel Company 
relative to the tangible assets. As just shown, however, the earnings 
of the Carnegie Company, great as they were, were far from sufficient 
to justify any such huge price as was actually paid for that concern. 

In the case of the National Steel Company the capacity of the 
steel works, blast furnaces, etc., was only about two-thirds that of the 
Carnegie Company, while the National Steel Company's investment 
in ore and coke properties was relatively unimportant as compared 
with the very valuable properties of this sort owned by the Carn^e 
Company. Nevertheless, it is incredible that the Cam^e Company 
was worth 9 or even 7 times as much as the National Steel Company 
(again taking underlying indebtedness into account). 

It should be kept in mind also that the Steel Corporation issued 
its securities for Uie stocks of the Federal St«el and National Steel 
companies themselves on a very liberal basis. Thus, the Steel Cor- 
poration issued more than $110,000,000 of its stocks for the stocks 
of the Federal Steel Company, whereas the equity represented by 
the latter at the organization of the Federal Steel Company in 1898, 
as already shown, did not exceed $63,000,000. Allowing for the 
surplus earnings accumulated by the company up to April 1, 1901 
(roughly, $18,150,000), and also allowing for intangible conadera- 
tions, the price paid by the United States Steel Corporation in its 
securities must be regarded as high. 

In the same way, in the case of the National Stoel Company, the 
value of its stock undoubtedly was very much less than the par value 
of the United States Steel stocks issued therefor, namely, $73,702,500. 
The foregoing comparison of the relative amounts of securities issued 
for the three companies, therefore, by no means tends to show the full 
extent of the overvaluation of the Carnegie property, but simply 
shows that, judged by even this imperfect standard, the amount of 
that overvaluation must have been very great. 

The conclusion is inevitable, therefore, that the price paid for the 
Carnegie Company was largely determined by fear on the part of the 
organizers of the Steel Corporation of the competition of that con- 
cern. Mr. Carnegie's name in the steel industry had long been 
synonymous with aggressive competition, and there can be little doubt 
that the huge price paid for the Carnegie concern was, in considerable 
measure, for the specific purpose of eliminating a troublesome com- 
petitor, and Mr. Carnegie personally in particular. This, it may be 
noted, was the interpretation generally placed upon the transaction 
in trade and financial circles at the time. 
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Section 16. Summary of erideuoe as to value of property of constitneiLt 
ooncenu of the United States Steel Corporation. 

From the discussion of the organization of the principal con- 
stituent companies of the United States Steel Corporation given in 
this chapter, it is apparent that most, if not all, of these concerns 
issued securities greatly in excess of the value of tiie tangible proper- 
ties which they acquired at the dates of their respective organizations. 
In the case of those companies having both preferred and conunon 
stock, the evidence in general indicates that the preferred stock alone 
covered practically all the tangible property, and that the common 
stock represented nothing but earning power and other intangible 
cOTisiderations and mere "water," Moreover, in some cases, espe- 
cially that of the American Sheet Steel Company, there is ground 
for the view that even the preferred stock was not fully protected by 
tangible property values. In the case of the Federal Steel Company, 
on the other hand, the available evidence indicates that the common 
stock was partly covered by physical property, although a large pro- 
porticai of the common stock issue of this concern appears to have 
been issued against earning power, or as a mere bonus. In the case 
of the Lake Superior Consolidated Iron Mines, which had no pre- 
ferred stock, there originally appeared to have been a heavy over- 
issue of common stock and the book valuation of the property in 1901 
Eeems tc have been high. The Carnegie Company presents a more 
difficult problem, but here there is at least a fair presumption that 
the physical property did not exceed the $160,000,000 of bonded 
indebtedness. The intangible considerations in the case of this con- 
cern, however, were unusually impcfftant, although, even including 
these, the evidence presented indicates that the total capitalization of 
$320,000,000 involved very great overvaluation. 

It is obviously impossible to present any statement of the property 
values of these constituent concerns by this method which can be 
regarded as exact or conclusive. A rough summary may, however, 
be made on the basis of the valuations tentatively arrived at in the 
preceding section. This is done in Table 12. 
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1 Estimated value of property at time ol lla acqulsltioa by Cbe United States Steel Corporation (except 
surplus) Instead of at lu oTganliatlon, but shown In this column for oonvenlance In statement. 

' Amount of pielei^ stook ol United States Steel Corporation Issued therelOr; this probably excessive, 
but allowed here In absence ot otber data, 

■DeOclt. 

' The stuplns here given Is the total surplus on March 31, 1901 (alter certain sdjnstments made by Uw 
BtuA Corporation). It Is aammed that all ol this surplus was accumulated by the constituent concerns 
TObseqaent to the dates at theb respective organli^Ioos, since In most. If not in all, cases tbey commenced 
business without any aorplus. The American Bridge Company, the Late Superior Consolidated Iron 
Mlnee, the Bessemer SteamshlQ^Company, the Shelby Slcel Tube Company, and the one-sixth Interest 
In the Oliver Iron Mining Company and the Plttstjurg Steamship Company were acqoind subsequent to 
April 1,1901. 

> About 160,000,000 ol this total was outstanding at the time the various corapanles were organized. 
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From this table, therefore, it appears that the value of the tangible 
property of these constituent concerns (at the dates of their respective 
organizations, except in certain cases,, as noted) was $452,349,000, 
this being the amount over and above underlying indebtedness of 
approximately $60,000,000, thus making a grand total at that time of 
$512,349,000. This may fairly be considered as the total investment 
of these concerns at these respective dates. Adding to this their sur- 
plus earnings of $117,727,000 accumulated during the period up to 
April 1, 1901, and again including the underlying indebtedness 
(which had increased to $80,904,000), as representing an equivalent 
investment, gives the total investment of these concerns in tangible 
property on April 1, 1901, of $651,MO,000. Adding to this the 
$25,003,000 new cash capital provided, gives a final total of tangible 
assets for the Steel Corporation on April 1, 1901, of $676,043,000. 

Aside from additions to the investment of these concerns throu^ 
the accumulated surplus earnings, it is possible that their properties, 
even after allowing for depreciation, were worth somewhat more in 
1901 than they were when those constituent companies were organized. 
In the case of manufacturing plants, the cost of construction in this 
interval undoubtedly had increased somewhat However, it is known 
that some of these concerns did not write off sufficient amounts for 
depreciation of their plants. Furthermore, it would be very unsafe 
to regard such appreciation in plant valuatitms, as distinct from addi- 
tions throu^ expenditure of new capital, ^ of a permanent char- 
acter, since so far as it existed at all it was undoubtedly a reSection of 
the unusual prosperity which prevailed in the steel industry during 
a considerable portion of this period. Still again, t^y such apprecia- 
tion in current valuations of physical properties was probably due, 
in part, to the concentration of control of the industry into the hands 
of annparatively few concern^ with the awisequent restriction of 
competition. This is especially true in the case of the natural re- 
sources. The values of these natural resources are extensively dis- 
cussed in the next chapter and need not be taken up here. 

Taken by themselves, it will be seen that these figures indicate 
an aggregate investment in the various constituent concerns, plus 
$25,000,000 new working capital, of, roughly, $676,000,000, or less than 
one-half the total securities of the Steel Corporation issued to acquire 
them (including underlying bonds in each case). It" should be re- 
membered that this total of $676,000,000 is not presented as the 
market value of these properties in 1901, but as the value at the dates 
of organization of the various constituent concerns plus the subse- 
quent investment in them up to April 1, 1901. Furthermore, the 
estimate is, as already stated, a tentative one. Before arriving at 
final conclusions as to the relation between assets and capitalizatioa 
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of the Steel Corporation, the valuation of its property will be taken 
up by other methods. 

In short, the facts presented in this table are not a final conclusion ; 
th^ are but evidence, to be considered with further evidence pre- 
sented later, a view from but one side, which must be combined with 
views from other sides before any final conclusion can be drawn. 

Section 17. Comparison of capitalization of Steel Corporation with market 
value of aecnrities aoqnired. 

The indicated investment in the constituent concerns of the Steel 
Corporation, arrived at by historical analysis of the organization of 
these concerns and o^ their earnings, in the preceding sections of this 
chapter, may now be compared with the market value of the securities 
of these various companies. In this connection it should be noted 
that such stock-market values (leaving out of consideratitm t^npo- 
rary factors) obviously include an allowance for earning power present 
and prospective, and other intangible considerations, and thus repre- 
sent the value of the various companies as going concerns, whereas the 
valuations given in Table 12 virtually were for the tangible assets 
only. 

The securities of several of the constituent concerns were dealt in 
on the New York Stock Exchange in fairly large volume, so that these 
market prices must be regarded as a fair reflection of the current 
public estimate of the value of these properties as going concerns. In 
the case of two companies, however — the Carnegie Company and the 
Lake Superior Consolidated Iron Mines — the securities were not listed 
on any exchange and were not dealt in in sufficient volume to make 
market prices a reliable indication of the public estimate of the value 
of these concerns. It is possible, hawever, to arrive at results suffi- 
ciently accurat* for the comparisons her© made; in any event, the 
figures used are sufficiently liberal. Table 13 has therefore been com- 
piled, showing the average market valuation in 1899 and 1900 of the 
securities of the various companies acquired by the Steel Corporation 
in 1901, based upon weekly quotations, where such quotations are 
available. 

4525°— 11 13 
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Table 13.— APPROXIMATE MARKET VALUATION OF SECURITIES ACQUIRED BY 

UNITED STATES STEEL CORPORATION IN IMU, AS INDICATED BY AVERAQE MARKET 
PBICK8, ISW-UOO. 



United 
Stales Steel 
Corporation. 



Stodl ngnlariy qooUd: 
FodtnlStHlO 



National Tube Company-- 



American Steel Hoop Company— 



t&3,2«0,20a 
«, 483, 790 



Stock 

Ollrer Iron Mining Companir , ODe-sixth lnl«iTat . . 
Pittsburg Steamship Company, one-«iiUi Inlereet. 

Total 

Mortgages and purchaee^money obl^tlona 

Underiylng bonds and scrip at par 



S,01B,200 

iu,m,tao 
24,wB,«ao 

29.113,901 

isa,uo,a3a 

200,000 I 
221,700 1 



■ No quotation in 1S9». 

■ Mean of blgbeat and loweat prices in PUtaburg marlMt in 1900. weekly quotstloiB Dot being availaUa. 

• Aslred price in I90a. Doea not include lower prices lemnled in lODO. 

• Only 13 abaire known to have been sold in open market. 

> Not based on stock quotations tmt amount of United SlaUt Steel Coiporation pieleiiBd stock Issosd 
therefor at par. 

• Doea not inolude t53S.M7 unacquired slock Id constituent and subsidiary ooucems. 
' Including (3,000 paid la by original incniporatArs. 
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For the first eight companies in Table 13, a satisfactory record 
of quotations was in most cases readily available. It may be noted 
that several of these companies were not organized until late in 
1899 or early in 1900. In such cases quotations were used from the 
earliest date on which they were available to the close of 1900. 

In the case of the Lake Superior Consolidated Iron Mines, the 
price used, $75 per share, is the highest reported in 1899 and 1900. 
In the early part of 1899 the stock was quoted certainly as low as $40 
a share and the highest in that year appears to have been about $60. 
The highest in 1900 appears to have been, as just stated, $75 per share. 
The maximum quotation has been used rather than an average, since, 
on account of the inactivity of the stock and of the fact that it had 
never paid a dividend, the lower quotations mentioned may not be 
representative of a fair valuation. 

The stocks of the American Sheet Steel Company were inactive. 
The prices here given appear to be the best available indication of 
their market value. 

The bonds of the Carnegie Company were quoted in 1900 at about 
105, and occasional sales were reported at this figure.' In the case 
of the stock, there appear to have been no recorded transactions in 
1900. In tlie early part of February, 1901, a very few shares of this 
stock sold in the Pittsburg market at $1,000 per share, the par value.' 
Since at this time it was known that negotiations for the purchase of 
the Carnegie concern had been undertaken by the banking interests 
who later organized the United States Steel Corporation, this price 
must be considered as probably an overstatement of the real market 
value of the stock.' 

While such infrequent transactions as were recorded for the stocks 
of the Lake Superior Consolidated Iron Mines, the American Sheet 
Steel Company, and the Carnegie Company obviously are unsatis- 

■ The total reported atles of Caniegte Compftny bonds in the Pittsburg market Id 1900, wwe sa follows; 
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factory, nevertiieless they have been used in the table as being the 
best available indication of the value placed upon these stocks in 
actual transfers. 

The valuation of the securities intruded in the table has been 
obtained by multiplying the average per cent of the par values of 
each security by the amount of that security acquired in April, 1901, 
this including practically the entire amount outstanding; there were 
few changes of any consequence in the outstanding amounts of stock 
of these companies from the dates of their organisation up to the 
time of their absorption by the Steel Corporatirai. Any such in- 
creases were so small that it can not be assumed that the market 
prices of the securities would have been different had they been made 
at an eariier date. It is entirely proper, therefore, to use these . 
amounts of stock in connection with the market prices of 1899 and 
1900. 

No quotations were obtainable for the stocks of Uie Oliver Iron 
Mining Company or the Pittsburg Steamship Ccmipany. The one- 
sixth interest in these two concerns has arbitrarily been placed at 
the par value of the preferred stock of the United States Steel Cor- 
poration issued therefor, as was done in Table 12, on uage 167. 

In addition to the cash and securities above enumerated, the United 
States Steel Corporation purchased the ve^^s of the Bessemer 
Steamship CtHnpany. This acquisition is included in the item of 
$21,872,023 of mortgages and purchase-money obligations. 

Therefore, this computation of market values, which, in the case of 
a few companies, is admittedly unsatisfactory — due to the lack of 
sufficiently frequent quotations — suggests a market vatuatitm fear the 
various securities acquired by the United States Steel Corporation 
of, roughly, $687,000,000. In order to permit of comparison with the 
total capitalizatiMi and with the estimate of the value of the physical 
properties arrived at by hi^orical analysis, as given on page 167, 
there should be added ^5,003,000 to cover the cash capital provided 
for the Corporation, $21,872,023 for mortgages and purchase-money 
obligations, and $59,091,657 to cover underlying bonds and scrip at 
par (market quotations not being available), TTie addition of these 
amounts gives a total indicated markfet valuaticm of $793,000,000,^ 

< These averoee weekly market prices do not Include prices Cor the first three months ol 
1901, or juat preceding the organliatlon of the Steel Corporation. This period has be«D 
excluded for the reason that during a considerable part of these three months quotations 
of these steel stooks were direetlj influenced bf the pending organization of the Steel Cor- 
poration. It is true that In January, 1901, there was a rather severe break in the prices 
of some of these steel securities, but this waa succeeded b; an almost sensattODHl ad- 
vauce, due to the prospect that these compaulea would be merged on terms ver; favor- 
able to the old stockholders. Since the year 1H90. as already sbowD, was one of phe- 
nomenal prosperity Id the iron and sti'el trade, and the year 1900, despite a severe set- 
back, one of distinct prosperity, it la altogether fair. In arriving at an average market 

part of 1901. as a result of the prospect of a merger of these grtat consolidations Into a 
single corporation. In other words, the high prices recorded tor some of these securities 
Jnat prior to the orgauizatloD of the United States Steel Corporation can not be cegaided 
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This market valuation of $793,000,000 exceeds the estimate arrive*! 
at in the preceding section of $676,000,000 by $117,000,000. This 
difference is more than accounted for by the fact that whereas in 
Table 12 oalj the physical property of the Carnegie Company was 
considered, tiiis being placed at $197,563,000 (including the surplus 
of $37,563,000), in Table 13 an estimate of the value of the intangible 
considerations is included, making the total for the Carnegie Com- 
pany, roughly, $327,400,000. 

The stock-market valuation represents the values of these proper- 
ties as going concerns, including prospective values, and thus allows 
for intangible considerations and not merely for the tangible prop- 
erty. Tho-efore, it is altogether natural that such stock-market 
valuations should exceed the value of the physical property alone, 
and especially as the period covered was on the whole one of pros- 
perity in the industry. Indeed, a much larger excess of market 
valuation over the tangible- property valuatirai than is here shown 
would be entirely normal, assuming the value of tangible property 
to be correct. In fact, it will be observed that if the additional value 
here given the Carnegie Company were diminated ($129,865,900), 
the resultant total valuation by this method would be less than 
the valuation of $676,000,000 arrived at in the preceding section 
for tangible assets only. If all of the market quotations were en- 
tirely satisfactory, this result might warrant scaling down the pre- 
vious estimate of the tangible properties. Since, however, these 
market quotations are in some cases admittedly unsatisfactory and 
since, moreover, the Bureau desires to present the results obtained 
by each different method (see p. 116) on their own respective merits, 
no such reduction in the previous estimates for the tangible property 
need be considered at this time. As already noted, the estimates of 
the Bureau obtained by the various methods employed are brought 
together and summarized in Chapter TV. 

Section 18. Compariion of prices paid by United States St«el Corporation 
for securities of constituent concerns with avera^ market prices of 
the latter. 

The gnat exce^ of securities issued by the United States Steel 
Corporation over the aggregate of securities which it acquired has 
already been clearly brought out, both by the total figures and by 
the terms of exchange givrai in Table i, on page 113. A comparison 
of these rates of exchai^e with the av^age market values of the 

■a ■ bilF IndleHtlon of the T«)De of these companleB, bat ratber as an expresBlou of tbe 
valaa of monopaltatic power, or, at least, of coHcentrated power, whlcb waa anticipated 
from tbe stlU greater merger. 

However, had tbe average market prices for the tbree months from Jaaoarr 1. IHOI, to 
April 1, 1901, been iDCladed with the average prices for tbe two precedtoB ;earR, the 
aggregate market valuation of tbe securitfes {Including casb and underlying bonds at par) 
would have been only about 1799,000,000. or not materlallf different from the total ob- 
tained by nslns the averase prices of 1899 and 1900. 
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constituent stocks in 1899 and 1900, a 
in the following table : 



shown in Table 13, is given 



Table U.— C01IPARI30N OF KATES OF EXCHANGE OF UNITED STATES STEEL STOCKS 
FOR STOCKS OF CONSTITUENT CONCERNS, WITH AVERAGE MARKET VALUES OF 
LATTER IN 18M AND 190O. 
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It will be seen from this table that in every case, except the Shelby 
Steel Tube Company, the amonnts of stock issued by the Steel Cor- 
poration were in excess of the average market values of the corre- 
sponding stocks acquired, and usually very greatly in excess. The 
overissue of securities in the case of the Carnegie Company has been 
sufficiently discussed and need not be referred to in detail here. For 
each share of the preferred stock of the Federal Steel Company, the 
average market value of which in 1899 and 1900 was $76.40 per share, 
the Steel Corporation issued $110 in its preferred stock. Correspond- 
ing figures in the case of the American Steel and Wire Company pre- 
ferred were, roughly. $89.40 and $117.50. The hiofhest rates of ex- 
change with respect to preferred stocks, it will be seen, were accorded 
the American Tin Plate Company, the National Tube Company, and 
the National Steel Company.' It is worth pointing out that no pre- 
ferred stock of a constituent concern, with the single exception of the 
Shelby Steel Tube (which was acquired at a subsequent date), re- 
ceived less than its par value in United States Steel preferred. 

The overissue of commMi stock of the Steel Corporation was even 
more marked. With the single exception of the Shelby Steel Tube 
none of the common stocks of the constituent companies received less 
than its par value in common stock of the Steel Corporation, while 
several of them received well over the par value in new common and 
in several cases an additional issue of preferred stock of the Steel 
Corporation as well. A conspicuous instance of this was in the case 
of the American Tin Plate Company, the commtm stock of which 
received $125 in new common for each $100 common of the old, and 
in addition $20 in new preferred. 

. The exceptionally favorable terms accorded the Lake Superior 
Consolidated Iron Mines, namely, $135 in new preferred and $133 in 
new common stock for each $100 of old stock, are worthy of special 
notice. The Lake Superior Consolidated Iron Mines, as already 
pointed out, was owned by Standard Oil interests and was acquired 
after most of the larger steel companies included in the list. Owing 
to the fact that this company not only had very extensive ore reserves 
but also an important ore railroad, and more especially to its excep- 
tionally strong financial backing, it was practically in a position to 
dictate its own terms, and apparently did so. 

In view of this great increase of capitalization by the Steel Cor- 
poration, it is worth repeating that this followed very heavy inflation 
of securities in the organization of nearly all of the constituent con- 
cerns, while in some cases the latter in turn had issued their securities 
at very much in excess of those which they in turn had acquired As 

> Id this caDDectton it Bbould be stated that tb« orgnnlEefB ot the StiPl Corporation 
allotted a Bolld block ot atoch tor the " Moore" companies and that the HU1>atlotmeiit of 
tliat stO[^l( tf companlfB and by dflTerE'iit t^iaases of stack was made b; the domiDatlug 
InterestB in this gronp and not by the organiiera Of the Corporation. (Bee Kihlblt 4, 
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a conspicuous illustration, the inflation of capitalization by the wire 
combinations may be noted. Thus, each $100 stock of the Consol- 
idated Steel and Wire Company, organized in 1892, received in 1898 
$175 in preferred stock and $175 in common stock of the American 
Steel and Wire Company of Illinois, or $350 of new securities for 
every $100 of old. A few months later each $100 of the preferred 
stock of the American Steel and Wire Company of Illinois received 
$100 in preferred stock and $60 in common stock of the American 
Steel and Wire Company of New Jersey, while each $100 of 
the Illinois concern's common stock received $120 in common 
stock of the New J^sey concern. Thus, each $100 stock of the 
old Consolidated company became $490 in the stock of the New 
Jersey concern. In the final merger of the latter company into the 
Steel Corporation each $100 par value of the preferred stock received 
$117.50 in preferred stock of the Steel Corporation, while each $100 
(par value) of the common stock received $102.50 in United States 
Steel common stock. In other words, every $100 par of the stock of 
the Consolidated Steel and Wire Company was finally transmuted 
into $528.50 par of Steel Corporation securities. This is perhaps 
the most striking instance of repeated increase of securities afforded 
in the history of the Steel Corporation, but the increase in many 
other eases was also very great. 

Of course, the value of these properties may have increased 
greatly in this interval, so that it should not be understood that the 
entire amount of the increase repi-esented notliing but " water." 

The evidence in this chapter shows that whatever the actual value 
of the securities acquired by the Steel Corporation may have been it 
was very much less than the par value of the United States Steel 
securities issued therefor. The extent of such overvaluation is dis- 
cussed in Chapter IV, where the estimates of the value of the prop- 
erty given in this chapter are summarized in connection with those 
obtained by another method. 

Section 19. Lai^e amonnta of secvrities Usaed by constituent concerns 
for promotion services. 
A very striking illustration of the inflation of securities by these 
various consolidations, and one which may fairly be considered in 
judging the general relationship of their capitalizatiMi to investment, 
is afforded by the large payments made for promotion and under- 
writing services. Such payments, which are over and above the 
usual bonus in common stock given with preferred for an equivalent 
amount of cash or property, aggregate for seven of the concerns above 
described, no less than $63,300,000 stock, this including in cme instance 
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about $850,000 of preferred. These figures, moreover, do not include 
any allowance for the American Sheet Steel Company, which almost 
certainly made payments of the same sort, or for the Shelby Steel 
Tube Company, The facts regarding such payments or commissions, 
which have already been briefly referred to in the preceding discus- 
sion, may here be summarized. 

Fbderal Steel Company. — As shown on page 118, the underwrit- 
ing syndicate of the Federal Steel Company was to provide $14,075,000 
cash (this including $200,000 for organization expenses). The syn- 
dicate, however, secured most of this casli from the stockholders of 
the constituent concerns of the Federal Steel Company in the manner 
already described, so that the actual amount of cash raised by the 
syndicate, as such (as distinct from any amounts which syndicate 
members may have subscribed as stockliolders in the acquired con- 
cerns), was apparently but $4,823,373. In return for this cash pay- 
ment and its services the syndicate received a residue of Federal Steel 
stocks amounting, at par, to about $5,680,505 preferred and $8,422,992 
common. Assuming that for the cash provided the syndicate received 
100 per cent in preferred and a bonus of 100 per cent in common, 
there would be left, roughly, $850,000 of Federal Steel preferred and 
$3,600,000 Federal Steel common stock, which may be regarded as the 
compensation of the syndicate for its services and profit as distinct 
from any payment for the new cash capital provided, as follows : 
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■lock. 
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While, however, the syndicate commission in the case of this com- 
pany apparently included a small amount of preferred stock, it will 
be recalled that the common stock of the company had some tangible 
property back of it at the start. 

American Steel and Wieb Company of New Jebbey. — rAs shown 
on page 132, at the organization of this company a syndicate raised 
$28,000,000 of cash, for which it received $28,000,000 of preferred 
stock and $28,400,000 of common stock, or the entire issues of eadi 
class over and above the amounts paid for the old American Steel 
and Wire Company of Illinois. Subscribers to the syndicate re- 
ceived with each $100 preferred stock paid tor at par a bonus of 
$60 in common stock, or in the aggregate $16,800,000. This left & 
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balance of $11,600,000 of common stock unaccounted for, as shown 
below: 
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This residue of $11,600,000 — which, it will be seen, is entirely dis- 
tinct from the common-stock bonus paid in connection with cash 
subscriptions to preferred stock — ^went to those who managed the 
organization of the company as their compensation or commission. 

American Tin Plate CoMPANT.-^Testimony before the Indus- 
trial Commission (see p. 135) showed that $10,000,000 of the com- 
mon stock of this company went to the organizers as their compen- 
sation, this being over and above the $18,000,000 of common stock 
issued as a bonus with the preferred stock for property and cash. It 
is possible that not all of this $10,000,000 commission was retained 
by the promoters, since they had to meet certain expenses of organi- 
zation — usually small — and, moreover, it is possible that in some 
cases the promoters offered certain of the concerns entering the con- 
solidation a special bonus in common stock in order to secure such 
concerns. Such special allowances may have reduced the net amount 
of the commission. 

National Steel Company. — It appears from the testimony before 
the Industrial Commission {see p. 137) that $5,000,000 of the com- 
mon stock was issued for the "expenses of organization"; in other 
words, that it went to the promoters for their services and expenses. 

American Steel Hoop Company. — In the case of this concern also 
it appears that at least $5,000,000 of common stock was retained by 
the organizers as their commission. (See p. 139.) 

American Sheet Steel Company. — As already stated the exact 
facts concerning the promotion of this company are not obtainable. 
However, the evidence (see p. 140) indicates that the properties and 
cash acquired by this company probably did not exceed $16,000,000 
(although the Bureau has allowed $17,000,000) , for which apparently 
$16,000,000 preferred and $16,000,000 common stock were issued, so 
that possibly there is ground for the assumption that the remaining 
issued amounts of each class of stock may have been retained by 
the promoters as their compensation. This can not, however, be 
stated as a definite fact. Therefore, nothing has been included for 
that company in this computation. 
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National Tube Company.— In the promotion of this company it 
appears that $20,000,000 of the $40,000,000 common stock issued was 
given as a bonus with the $40,000,000 of preferred stock in payment 
for properties or for cash. The remaining $20,000,000 of common 
stock apparently went to the organizers as a commission, although 
a part of this may have been distributed by them to banking interests 
as cfHumissions for assisting in raising cash capital. 

American Beiooe Company, — In the case of this concern the exact 
amount of stock issued as a commission is somewhat uncertain, owing 
to somewhat unusual methods of financing. It seems, however, that 
at least $7,250,000 of the common stock represented such a commis- 
sion, and possibly a larger sum. 

Shelby Steel Tube Company. — In the case of the Shelby Steel 
Tube Company, as shown in note 1, page 144, $1,305,900 of the com- 
mon stock was allotted for organization expenses. Just how much 
of it represented a commission is not known, and as the total amount 
is small in comparison with the other payments here discussed it has 
been omitted. 

Carnegie Company. — In the organization of the Carnegie Com- 
pany no promoters or bankers were employed and apparently no 
stock was issuecl for commissions. 

Lake Superior Consolidated Iron Mines. — ^The Bureau secured 
no information as to whether any of the stock of this concern was 
issued to the promoters, and it has been assumed that despite the 
heavy overcapitalization of the company at the time of its organiza- 
tion no stock was issued for this particular purpose. The company, 
it will be recalled, was organized in 1893. 

The total of these various commissions, not including anything for 
either the American Sheet Steel Company or the Shelby Steel Tube 
Company, was $63,306,811, as follows: 

■BiBlE IB.— AMOUNTS OF STOCK ISSUED BY CONSTITUENT CONCERNS OF STEEL 
CORPORATION FOE COMMISBIONB TO PROMOTERS {EXCLUSIVE OF BONUS STOCK 
ISSUED FOR PROPERTIES OB FOB CASH). 
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It should once more be stated that this total does not include the 
large amounts of common stock of these constituuit companies issued 
as a mere bonus with preferred stock for property or cash. Out of 
the conunissions above described the promot«rs sometimes had to 
meet certain expenses, but in general such expenses were small, and 
these commissions, or the proceeds realized therefrom, represented 
the compensation of the promoters and organizers. 
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CHAPTER in. 

VALUATION OF TAFCtZBLE PROPERTY OP THE STEEL CORPORA- 
TION IN 1901 BT DEFABTUENTS OP ITS BITSINItlBS. 

Section 1. Introdnotory. 

In the preceding chapter the value of the property of the United 
States Steel Corporation at the date of its organization has been 
discussed by the first and second methods outlined on page 116, 
namely, by historical study of the organization and investment of 
the constituent concerns, and by the computation of the market 
values of the securities of these concerns. It now remains to discuss 
the value of the tangible property of the Corporation by the third 
method referred to, namely, by departments of its business. Such 
a valuation is taken up in the present chapter. With reference to 
the properties other than ore, ^is discussion is in part a summary 
and reclassification of facts brought out in Chapter II. The valua- 
tion of the ore property is approached by several different methods, 
and, on account of its importance, is given a separate division of the 
chapter. 

SectlAn S. Estimate iled by the Corporation in the Hodge suit in 1902. 

In undertaking the valuertion of ih.9 properties of the Corporation 
by departments of its business for 1901, it will be found convenient 
to refer to an estimate of the physical assets made by officials of the 
Steel Corporation themselves in their defense of the so-called "Hodge 
suit." This suit was brought in 1902 to prevent the company from 
issuing $200,000,000 of bonds to retire a like amount of preferred 
stock. The laws of New Jersey required a certificate from officers 
of the Corporation to the effect that its assets were equal to the 
preferred stock, after allowing for indebtedness, as a prerequisite to 
such conversion of any part of the preferred stock into bonds. One 
of the main points raised by the plaintiffs in this suit was ^t the 
Corporation did not thus possess assets equal to the amount of its 
preferred stock, after allowing for prior indebtedness. 

In reply to the charge of deficiency of srssets in this particular, 
an estimate of the physical properties of the Corporation was filed 
by Charles M. Schwab, then its president, these valuations being 
subscribed to by several other prominent officials of the Corporation. 
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This estimate, which classified the property by the principal depart- 
ments of the business, follows: 

TiBLB 16.— ESTIMATE OF VALUE OS- TANQIBLB A8BETB OF UNITED BTATE8 
STEEL CORPORATION ON JULY 1, 1»02, SUBMITTED BY THE CORPORATION 
IN THE HODGE SCIT. 

Ore properties 

PlBQta, mllli. flxtures, macblnerj. equlpmeat, tools, aad real eetste 

Blaat turnacea 

Coal and cdkt 

Transportation propertlea 

Natural gas fields 

Llmeatone properties 

Caab ajid cash assets 



Total -. 



1 Freatdent Schwab stated that the Corporatton'a estimate for this item was Ibe valae 
after allowliig for 140.340,000 of indebtedness. (See note. p. 197.) 
•As of June 1. 1902. (See note 3 to Table 23, p. 234.) 

Except in the case of the transportation properties, where, as noted, 
the valuation of $80,000,000 was the estimated valuation after allow- 
ing for indebtedness, the figures here given represent the Corpora- 
tion's estimate of the entire value of the different classes of property 
without respect to the securities issued against them ; that is to say, 
they do not represent merely the equity value in thes? properties for 
the stockholders of the Corporation over and above bonded indebted- 
ness. The valuations arrived at by the Bureau in this chapter like- 
wise are for the total tangible property, without respect to the secu- 
rities outstanding against it. In comparing its figures with tliose of 
the Corporation, the Bureau has restored the indebtedness of rail- 
road companies which was deducted by the Corporation's officials. 

The main purpose of this chapter is to arrive at as accurate a 
valuation of the properties of the Steel Corporation as is possible, 
rather than to discuss at length the above estimate of the Steel 
Corporation, It is, however, desirable to consider this estimate of the 
Corporation in connection with the following analysis by the Bureau; 
an especial advantage in this method of treatment is that the figures 
in the Corporation's estimate can be regarded as iiwariably fixing 
maximum limits of valuation. The estimate of the Corporation in 
connection with the Hodge suit was submitted at a time when there 
was a powerful motive before its officers to overvalue its assets. It 
is apparent that after placing liberal valuations upon all the prop- 
erty other than ore the officers making this estimate credited the ore 
with an amount sufficient to bring the Corporation's total assets up 
to more than the total of its outstanding securities. As shown later, 
this valuation for the ore was very excessive. 

It should be kept in mind that this estimate by the Corporation 
was made in July, 1902. By that time the property of the Corpora- 
tion had been increased through surplus earnings and also, to a small 
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extent, by capital raised or property acquired through the issue of 
additional securities, so that the total investment was somewhat 
greater than it was in April, 1901. If a precise comparison of 
the Bureau's estimate with these estimates of the Corporation was 
desired, with a view to carefully reconciling differences between 
them, it would be necessary to determine how this additional invest- 
ment was distributed among the different departments of the Cor- 
jwration's business. For the present purpose this is not necessary. 
It should, however, be kept in mind that the valuations of the Bureau 
in this chapter are applicable as of the date of the company's organi- 
zation on April 1, 1901, while those of the Corporation, above given, 
were made in July, 1902. 
Mr. Schwab, in his affidavit in behalf of the Corporation, said : 

■ The foregoing items of valuation do not include any allowance 

for the value of the good will and established businesses of the 

various plants and properties, nor do they include anything for 

the very valuable patents, trade-marks, and processes owned 

or controlled, or anything for the large amount of orders for 

manufactured goods which have been actually received and are 

in process of iiTling. 

In other words, Mr. Schwab claimed very emphatically that the 

Corporation's estimate did not include an allowance for intangible 

considerations, so that comparison may properly be made with the 

Bureau's figures later presented, which are for tangible property 

only. 

~ I. VAI.TTE OF PROPERTIES OTHER THAIf ORE. 
Section 3. Value of manafactiiriiig plants, and connected real estate. 

The manufacturing plants of the Steel Corporation (including 
real estate for plant ^tes, etc.) other than coke properties and 
blast furnaces, were entered in the Corporation's 1902 estimate at 
$300,000,000, and the blast furnaces at $48,000,000, making a total 
for what may be called the iron and steel works proper, and real es- 
tate for plant sites, of $348,000,000. 

From the facts given in Chapter II, it is possible to present an in- 
dependent estimate for these manufacturing properties as they were 
in April, 1901. Thus, in the case of the Federal Steel Company, the 
steel works, blast furnaces, and similar equipment were those of the 
Illinois Steel Company and of the Lorain Steel Company (and the 
Johnson Company), since the Minnesota Iron Company and other 
subsidiary concerns of the Federal company had no property of this 
character. The real estate and manufacturing plants of the Ulinoia 
Steel Company were entered in its balance sheet of June 30, 1898, at 
approximately $20,200,000. (See p. 121.) Since that balance sheet 
stated separately the investment of the company in railroad stocks. 



184 THE 8TEBL INDU8TBY. 

coke properties, and currMit assets, thia book figure 'may be taken as 
the investment in steel works, blast furnaces and similar plants, and 
real estate at that date. As shown in Chapter II, there is good rea- 
son for the opinion that all of the book valuations of the company 
were sufficiently liberal.' 

The properties of the Lorain and Johnson companies at the time of 
their acquisition by (Jie Federal Steel Company, it will be recalled, 
were valued at approximately $4,000,000. This entire amount may be 
credited to manufacturing plants. 

The manufacturing properties and blast furnaces of the Carnegie 
Steel Company (Ltd.) at the organization of the Carnegie Company 
of New Jersey, in March, 1900, may be taken, as previously shown 
(see p. 156), at the book value of $43,855,000. 

In the case of the other constituent concerns, the values of the 
manufacturing plants can not thus be directly taken from balance 
sheets. However, as already shown in Chapter II, in the case of 
nearly all these other companies the value of the entire property 
did not exceed their respective issues of preferred stock, and, more- 
over, such property at the dates of their organization consisted of 
only two general classes, namely, manufacturing plants and working 
capital. The working capital is known in practically every instance, 
so that by deducting this from the amount of preferred stock issued 
in each respective case there is obtained an approximate valuation of 
the manufacturing plants. Thus, in the case of the American Steel 
and Wire Company the value of all the tangible assets was placed 
at $40,000,000 (see p. 131), the amount of preferred stock issued. 
The company had $16,600,000 net working assets, leaving $23,400,000 
as substantially the value of the plants. 

The total value of the tangible assets of the American Tin Plate 
Company (see p. 136) at its organization *as approximately $18,- 
000,000, the amount of preferred stock originally issued, to which 
should be added $325,000 subsequently issued at par to acquire the 
plant of the Canonsburg Iron and Steel Company. ITie ctmipany 
started with about $4,500,000 of working capital. The differwice of 
$13,825,000, therefore, substantially represents the value of the manu- 
facturing plants. 

In the case of the National Steel Company, the value of the prop- 
erty at the time of its organization — over and above $2,561,000 of 
bonded indebtedness later allowed for — has been placed (see p. 137) 
at $27,000,000, the amount of preferred stock issued (this including 
$1,000,000 issued some time after the company's organization). The 
company had $9,000,000 of current assets, thus leaving $18,000,000 

•The IlllQols Steel Compaa; bad a smaU amount of ore lauds, but apparently tbls was 
not Included la tbe Sgure Just el^en. At any rate, any allowance [or ore propea^ In- 
cluded In that figure would be so small that no deduction need be mode tot It bere. 
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to cover the remaining property. This entire amount has been cred- 
ited to the manufacturing properties of the company, since its other 
fixed properties were not of suffici^it importance to necessitate an 
allobnent of this balance, 

A similar method of computation in the case of the American Steel 
Hoop Company indicates that the value of the manufacturing plants 
was the difference-between $14,000,000, the total amount of preferred 
stock issued, and the original working capital, $3,000,000, or a total 
of $11,000,000. This valuation for the manufacturing plants is prob- 
ably too liberal, for reasons already shown. 

The valuation of the National Tube Company's manufacturing 
plants may likewise be arrived at by deducting from $40,000,000, the 
e^imated total value of all its assets {as expressed by the par value 
of the preferred stock), the $16,000,000 of net current assets with 
which the ctanpany commenced business, the company having prac- 
tically no other kind of property at its organization. This leaves 
$24,000,000 for the manufacturing properties. 

The property of the American Bridge C<Mnpany likewise con- 
sisted almotit exclusively of manufacturing plants and current assets. 
The combined value of both has been taken at the par value of the 
preferred stock issued, $31,374,000 (this including some stock issued 
subsequent to the formation of the company). Since the company 
had $11,500,000 of working capital at the start, $19,874,000 is left 
for the manufacturing plants. 

In the case of the American Sheet Steel Company, it will be re- 
called (see p 140) that the' tangible assets of every description were 
not equal to the amount of preferred stock issued, and that the manu- 
facturing plants apparently had been valued for purposes of con- 
solidation at $12,000,000. From the evidence already given, it is 
clear that such a valuation is sufficiently large. An addition of 
$1,000,000 has, however, been made to cover certain detached real 
estate.' 

The plants of the Shelby Steel Tube Company at the time of the 
acquisition of that concern by the United States Steel Corporation 
had suffered heavy depreciation. As shown in Table 4, on page 113, 
the Steel Corporation issued, roughly, $1,800,000 of its preferred stock 
and $2,000,000 of its common stock in exchange for the preferred 
and common stock of the Shelby Steel Tube Company which it 
acquired (this being the great bulk of the entire issue in each case). 
The market value of United States Steel stock thus issued was about 
$2,800,000, which would indicate a market valuation for the entire 
Shelby Steel Tube property of, roughly, $3,000,000. An allowance of 

'The compaDj also bad natural-gas pcopertj valued at about (2,000,000. This ban been 
considered as offsetting the (2,000,000 bonded debt of tbe company, and tbis tatter Item, 
therelote, does not reqntre consideration Sere. The natural-gaa property Is valued later. 
(See p. 200.) 
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$2,500,000 to cover the manufacturing properties alone might be con- 
sidered reasonable, but since the entire amount is so small these 
manufacturing properties have been credited in the Bureau's esti- 
mate with a value of $3,000,000.^ 

The Lake Superior Consolidated Iron Mines had no manufac- 
turing plants. Its railroad and ore properties, like those of the other 
subsidiary concerns, are discussed elsewhere in this chapter. 

The One-sixth interest in the Pittsburg Steamship Company and in 
the Oliver Iron Mining Company likewise need not be considered 
here, since neither of these concerns had any manufacturing 
properties. 

It should be observed that in the case of a few of these concerns 
the valuations arrived at by the Bureau represent the equity in the 
property over and above certain bonded indebtedness. Thus, the 
valuation of $18,000,000 for the manufacturing properties of the 
National Steel Company represents the stockholders' equity in this 
property, after allowing for $2,561,000 of outstanding bonds. A few 
of the other subsidiary manufacturing companies likewise had small 
amounts of underlying indebtedness. In an estimate of the value of 
the manufacturing properties as distinct from the stockholders' 
equity therein, an amount equivalent to such indebtedness should be 
added, since it may be assumed that such bonds represent a corre- 
sponding investment in the property. The total addition on this 
account is $3,000,000. In the case of the American Sheet Steel Com- 
pany there were $2,000,000 of underlying bonds, but these, as already 
noted, have been considered as representing an equivalent investment 
in natural-gas property rather than in manufacturing plants; there- 
fore no addition on this account need be made at this point. 

The Illinois Steel Company also had a large issue of bonds, most of 
which presumably w^e issued against manufacturing properties, and 
a considerable part of the large issue of the Carnegie Company may 
be considered as having been issued against such properties. In the 
case of these companies, however, the bonded indebtedness need not 
be considered, since the valuations above given were the full valua- 
tions as shown in the balance sheets, and not merely an expression of 
the stockholders' equity therein. 

The other subsidiary manufacturing companies of the Steel Cor- 
poration had no bonded indebtedness at their organization. In a 
few cases additional bonds were subsequently issued or assumed, par- 
ticularly by the American Steel and Wire Company and the National 
Steel Company, but since practically all of the added investment 

■The use of the market valne of the Bccnritles issued by the Steel Corporation as a 
criterton for Juaglng the yalne of the property acquired Is as a rule Incorrect, particularly 
at the time of merglnR various competing concerns (see p. 210) , bat In tbis instance, owing 
to the sharp reduction In capitalization and to the comparative!; amalt amount Inyolved, 
it Is JuBtlflabie. 
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repres«ite«i by such increase in indebtedness was incurred in the 
purchase of prox)erty other than manufacturing plants — principally 
steamships, ore, and coke — such additional issues may be disregarded 
in this discussion of the value of the manufacturing plants proper. 

Except in the cases noted, none of these companies increased their 
stock issues up to the time they were absorbed by the United States 
Steel Corporation. 

On the basis of the foregoing discussion, the values of the steel 
works, blast furnaces, and similar manufacturing properties (in- 
cluding real estate) of the companies acquired by the United States 
Steel Corporation at the dates of their respective organizations were 
substantially as follows: 

TiBI.1 17.— BUREAU'S ESTIMATE OF INVESTMENT OF CONSTITUENT COMPANIES 
OF UNITED STATES STEEL CORPORATION IN MANUFACTURING PLANTS {IN- 
CLUDING BLAST FUBNACESI AND SEAL ESTATE AT THE DATES OP THEIR 
RESPECTIVE ORGANIZATIONS. 
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Balaomto 




MO, 000, 000 
27,000,000 
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«, 000,000 
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This grand total of $196,654,000 may, in view of the preceding 
discussion, fairly be considered as an approximate measure of the 
value of the steel works, blast furnaces, real estate, etc, of the vari- 
ous constituent companies of the Steel Corporation, these — except 
in the case of the Shelby Steel Tube Company — being the values at 
the time of organization. As pointed out in Chapter II, during 
the period from such dates to April 1, 1901 (when the Steel Cor- 
poration was organized), the investments of these constituent con- 
cerns in their manufacturing .plants had been increased from surplus 
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earnings. The acctunulateil surplus earnings of all the constitu- 
ent companies on April 1, 1901, were approximately $117,700,000, the 
great bulk of this being contributed by the companies immediately 
under discussion. A considerable part of this aggregate surplus 
had been invested in ore, coal and coke, and transportation proper- 
ties, and there presumably had been some addition to working 
capital. A part of the original working capital also had been in- 
vested in fixed properties, but the net additions from this source and 
fr(Hn capital raised through new securities apparently were small. 

The total amount which had been thus invested in manufacturing 
plants can not be precisely stated. However, it may be noted that 
the Steel Corporation itself made an appraisal of its assets as of 
January 1, 1908 (see pp. 313-318), in which the iron and steel 
manufacturing properties were valued at approximately $367,600,000, 
exclusive of the cost of the new Gary, Ind., plant, and of the Ten- 
nessee Coal, Iron and Railroad Company, which had been acquired 
as of November 1, 1907. The records of the Steel Corporatirai . 
show that there was added to manufacturing plants by new con- 
struction and by purchases of competing companies (again exclud- 
ing the Gary and Tennessee properties) during the period fi-om 
April 1, 1901, to January 1, 1908, a net total of approximately 
$114,500,000 (see Table 41, p. 314), this %ure allowing for any 
depreciation of these properties which had not been restored by 
expenditures thereon. (This question of depreciation is fully taken 
up in Chapter VI.) Deducting this sum frmn the Corporation's 
estimate of $367,600,000, above given, leaves $253,100,000 as the 
indicated investment in the manufacturing properties on April 1', 
190.1. 

The Corporation's valuation of $367,600,000 at the end of 1907, 
however (and consequently the resulting figure of $253,100,000 for 
1901), includes real estate at values very much higher than those 
prevailing in 1901. Allowing for this fact, this 1907 appraisal of 
the Corporation does not indicate a valuation for the Corporation's 
manufacturing plants in April, 1901, in excess of $250,000,000. The 
Bureau has determined upon this figure as a liberal expression of 
the value of these manufacturing properties at that time.' This 
total is more than $50,000,000 greater than the total indicated value 

'Aside Irom additions to the Tslue ot manufBcliiriDg plaotH through surplus earnings, It 
mlRbt be argued that the values ot these plaota bad Increased bj April, ISIOl. on aecoDDt ot 
apptedatlOD. It la possible that Id some cases there was some Increase of this sort. On 
the other hand, there had been heary depreciation ot some of the manufacturing property 
ol the various constttnent cancems through dismantling operations and otherwise. Still 
again, the original cash option prices uf many of these plants, as described In Chapter II, 
and on which tbeae eallmatea of the Bureau are In large measure tHUcd. undonbtedly were 
In many cases high. Altogether, therefore. It wonld be nQwarranted to assume any signifi- 
cant net increase in the valne of these manufacturing properties prior to April 1. 1001, due 
to appreciation as distinct from Increase due to the tnyestment of surplns earnings or ot 
additional capital otherwise obtained. 
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of the manufacturing plants of the constituent concerns at their 
respective dates of organization, as ^ven in Table 17. There can be 
little doubt that this excess is more than sufficient to cover all net 
capital additions to the manufacturing properties of these subsidiaries 
during the periods that they were in operation prior to April 1, 1901. 

Section 4. Investment in toinsportation properties. 

It will be noted that the Corporation's estimate, given on page 182, 
does not distinguish the value of railroad properties from that of 
steamship and dock properties, but gives the value of the group of 
transportation companies as a whole at $80,000,000, after deducting 
bonded indebtedness of $40,340,000. In other words, the Corporation 
placed a total valuation on the tangible property of this entire group 
of approximately $120,000,000.' 

Railroad properties. — The Corporation's estimate of these railroad 
properties was undoubtedly based upon a more detailed estimate sub- 
mitted in another ;iflldavit in this same Hodge suit by James H. 
Reed, president of several of the railroad concerns of the Steel Cor- 
poration. Mr. Reed in his affMavit stated that the total construction 
costs of the six leading railroads of the Corporation were as follows: 

Pittsburg, Bessemer and Lake Erie $30,000,000 

Duliith and Iron Range 15,763,000 

Duluth. Missabe and Northern 11,000,000 

Chicago, Lalte Shore and Enstem 6, 400, 000 

Bagln. Jollet and Eastern 15.000,000 

Union Railroad 8. 000, 000 



86,163,000 



A deduction from this total should at once he made for the pur- 
poses of this discussion, because the Steel Corporation had only a 52 
per cent interest, approximately, in the Pittsburg, Bessemer and 
Lake Erie. The remaining 48 per cent would, on the basis of Mr. 
Reed's estimate, represent a total construction cost of $14,400,000. 
Deducting this sum from the grand total of $86,163,000, as above 
given, leaves a total of $71,763,000 as the revised statement of con- 
struction cost of the R railroads. It should be distinctly understood 
that this total of $71,763,000 is not the value of the Steel Corpora- 
tion's equity in these railroads, since several of these had outstanding 
issues of bonds which ranked ahead of the securities owned by the 
Steel Corporation, This present discussion, however, has reference 
to the value of these railroad properties as a whole and not merely 
to the equity which the Steel Corporation held in them. The ques- 
tion of bonded indebtedness, therefore, need not be considered at 
the moment. 

■ See note to Table 16, p. 182. 
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A further deduction from the above total should be made for the 
reason that inasmuch as Mr. Eeed's affidavit was submitted in July, 
1902, his figures included additions to this railroad property made 
by the Steel Corporation since its organization in April, 1901. Such 
additional expenditures in the nine months of 1901 amounted to 
$2,375,175. For the entire calendar year 1902 they amounted to 
$2,988,926. The expenditures for the first half of 1902 (the portion 
of that year covered by Mr. Reed's affidavit) are not known, but 
assuming that one-half the total for that year was expended in the 
first six months, the total capital expenditures on the transportation 
properties from April 1, 1901, to July 1, 1902, would be approxi- 
mately $3,870,000. Deducting this sum from the above total of 
$71,763,000, gives a net total of, roughly, $68,000,000.' 

In addition to the 6 principal railroads above enumerated, the 
Steel Corporation owned a number of small roads, a list of which 
is given on page 191, The aggregate mileage of these miscellaneous 
roads was small, and the aggregate of their capital securities on 
June 30, 1901, was only about $2,800,000. Of this $2,000,000 repre- 
sented the capital stock of the Lake Terminal, the investment back 
of which was not over one-half that figure. An allowance of 
$2,000,000 to cover the valuation of these small roads would probably 
be sufficiently high. Adding this to the total of $68,000,000, as above 
arrived at, would gi\'e a grand total of $70,000,000 as the investment 
in these roads in April, 1901. 

There is good reason, however, to assume that the net figure of 
$68,000,000 for the six principal roads is too high. In the first place, 
as already pointed out, the officials of the Steel Corporation were 
not only naturally likely to overestimate its property, but in the 
instance under consideration were under very strong temptation to 
do so, (See p. 182.) Furthermore, as noted below, there is rather 
strong evidence that Mr. Reed's estimate was chiefly based upon the 
book values of these roads, which in certain cases were undoubtedly 
excessive. The following table shows the capital stock, bonded debt, 
and surplus of the various railroad concerns owned by the Steel 
Corporation on June 30, 1901, figures for April 1 not being available, 
except in the case of the Pittsburg, Bessemer and Lake Erie : 

< tt should be D<iCed that a portloD of the ca.iitla1 expendfturea on trannportatioD prop- 
erties preaumatily were maae on the ateamshlp property of the Corporation. Since, how- 
ever, no deduclion will he made from the valae ot the steamship property on this accouDt, 
the entire amount ol $3,870,000 may properly be deducted from Mr. Reed's 
vestment In the railroad property. 
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iMarcb3i, 1901. ■ Deficit. 

From this table it appears that the railroad companies of the Steel 
Corporation had outstanding on June 30, 1901, $28,953,500 capital 
stock and $46,771,160 of bonds, and that their aggregate surplus 
accounts amounted to $0,587,053, making a grand total book value 
of $82,311,713. A deduction, however, should be made to allow for 
the fact that the Steel Corporation had only a 52 per cent interest, 
approximately, in the stock of the Pittsburg, Bessemer and Lake 
Erie Railroad. Making an adjustment in all three items on this 
account, the total book valuation of the railroad property of the 
Steel Corporation on June 30, 1901, would be, roughly, $70,250,000. 
As previously pointed out, this figure does not represent the equity 
of the Steel Corporation in these roads, but is rather a rough ap- 
proximation of the total investment in them (except in the case of 
the Pittsburg, Bessemer and Lake Erie). 

Since the current assets of the Steel Corporation are considered 
as a whole later, in this valuation of the railroad property such cur- 
rent assets should not be included. However, the gross current assets 
of these railroads on June 30, 1901, were almost exactly offset by the 
current liabilities, so that the valuations here given are virtually for 
the fixed property alone. 

Taking the six roads specifically mentioned in Mr. Reed's affidavit 
(see p. 189) and including the total investment in the Pittsburg, 
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Bessemer and Lake Erie to make the figures comparable, it will be 
seen that the total book valuation on June 30, 1901, was approxi- 
mately $79,300,000, as compared with the total construction cost a 
year later, as given by Mr. Reed, $86,163,000, In view of the fact 
that by the time Mr. Reed's estimate was prepared, the surplus earn- 
ings of these roads had increased somewhat, it will be seen there is 
a very close correspondence between his figure of construction cost 
and these book valuations. 

There can be little doubt that the valuations thus arrived at by 
the balance sheet express at least the full value of the tangible prop- 
erty of these railroads on June 30, 1901, and probably somewhat 
overstate that value. In the case of the two leading ore roads, the 
Duluth and Iron Range and the Duluth, Missabe and Northern, it 
is probable that the capitalization was not radically different from a 
fair valuation of the property. In this connection it may be noted 
that in 190t the Minnesota State Railroad and Warehouse Com- 
mission engaged an engineer with a corps of assistants to make a 
valuation of the railroads in that State. The engineer submitted 
estimates botli of the value of the physical property of tlie roads in 
the State on June 30, 1907, and also of the cost of reproducing them.' 

Two sets of estimates were submitted, one allowing the average 
values of lands secured for rights of way, yards, and terminals, and 
the other allowing "multiples" of such values of lands used for 
these purposes, on the assumption that a railroad company ordinarily 
would have to pay considerably more than the normal value if sold 
to private purchasers. An additional allowance was made for the 
solidification and adaptation of roadbed, apparently on the theoiy 
that a railroad is ordinarily put in operation before the roadbed is 
really brought to a state of perfection. 

These estimates for the Duluth and Iron Range and the Duluth, 
Missabe and Northern (including the "multiples" in question and 
the allowance for adaptation and solidification of roadbed) were, in 
round numbers, as follows: 



company. 


Valoeotphys- 


'=",i:ffi~ 




117,772,000 
20,909,000 






23,088,000 





It will be seen that both the estimated values as well as the esti- 
mated costs of reproduction here given are considerably in excess 
of the total indicated book valuations of these roads as given in 
Table 18, but when it is remembered that these book valuations were 
as of June 30, 1901, and that in the six-year interval up to June 30, 
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1907 (the date of the foregoing engineering estimates), there had 
been heavy expenditures, both on the roads and on the equipment, 
it would appear that these book valuations are a sufficiently liberal 
expression of the true value of these roads on the earlier date.' 

In the case of the Elgin, Joliet and Eastern Railway Company, 
however, the book value apparently considerably overstated a fair 
valuation of the tangible property. It has been shovm {see p. 123) 
that when the Elgin, Joliet and Eastern was taken over by the Federal 
Steel Company in 1898 that concern offered to buy the stock on the 
basis of only 87j per cent of its-par value, payable, moreover, in 
Federal Steel preferred stock and not in cash. (On deposit of $17.50 
in cash, it is true, this Elgin, Jotiet and Eastern stock received $87.50 
per share in Federal Steel preferred and $70 per share in Federal 
Steel common.) It is entirely possible that in 1898 the $6,000,000 
stock of the Elgin, Joliet and Eastern had no tangible property what- 
ever back of it, and that there is good reason for the opinion that the 
stock in April, 1901, was only partly covered by tangible assets. The 
surplus earnings above fixed charges during the period from June 
30, 1898, up to April, 1901, were only about $1,000,000. 

The investment in the I'ittsburg, Bessemer and Lake Erie Railroad 
also was almost certainly less than the par value of its securities. In 
fact, the balance sheet showed a substantial deficit on March 31, 1901. 
The highest price of the common stock in the Pittsburg market in 
1900 was only about $30 per share, or 60 per cent of the par value 
($50) , and it sold in that year below $20 per share. While such mar- 
ket values, as repeatedly pointed out, can not be regarded as in them- 
selves conclusive, still, considering also the fact that the balance sheet 
itself showed a deficit, there is good reason for assuming that the 
tangible assets of this road were less than the total outstanding 
securities. 

On the other hand, the total book investment in the Union Rail- 
road, given in Table 18, may somewhat understate a fair value of that 
property at that time. It will be recalled that Mr, Reed gave the 
total construction cost of this road at $8,000,000, his estimate, as 
'already pointed out, being made in July, 1902. It seems reasonably 
certain, therefore, that if the book valuation in the case of the Union 

1 It should be noted In tbis connection that these estimates of the coat of reproduction 
by the eagiaeer employed bf tbe Mlnneaota. State Railroad and Warehouse Commission 
were conslderablj' under similar estimates made by tbe railroads themselves a year earlier 
(June 30. 1906). Including tbe "multiples" and special allowances above noted la the 
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Railroad understates a fair valuation, the amount of that under- 
statement can not be very great. 

The mi seel la neons smaller roads mentioned in Table 18 may be 
allowed their full book value without detailed consideration, except 
in the case of the Lake Terminal, the value of which is conceded to 
be not over one-half the $2,000,000 capital stock. 

It is reasonably certain, therefore, that a fair valuation of the 
physical property of the Corporation's*railroads as a group on April 
I, 1901, would be somewhat less than the sum of their capital securi- 
ties outstanding plus their surplus accounts. 

It must be borne in mind that the United States Steel Corporation 
acquired these railroad properties as going concerns and did not base 
its price on any appraisal of the tangible assets. Moreover, these 
railroad properties were owned by companies having large interests 
in ore or in the steel business, and it is unlikely that any portion of 
the purchase pripe of these concerns was specifically allotted to the 
railroad property. Instead, the prices paid by the Steel Corporation 
were lump prices for the entire properties as going concerns, and 
presumably these prices were usually determined by considerations of 
earning power; in some cases they were probably determined by fear 
on the part of the organizers of the Steel Corporation of the compe- 
tition of some of these concerns had they been left outside of the 
combination. 

The reported net profits of these roads for the fiscal year ended 
June 30, 1900, after deducting interest and other fixed charges, were 
approximately $4,200,000, or, after deducting 48 per cent of the net 
earnings of the Pittsburg, Bessemer and Lake Erie, the net total would 
be approximately $4,080,600. This would be equivalent to about 17.6 
per cent upon the $23,193,500 capital stock (again making a deduc- 
tion on account of the Pittsburg, Bessemer and Lake Erie). 

The corresponding earnings of these roads for the year ended June 
30, 1901, again after fixed charges and interest were deducted, were 
approximately $3,650,000, or at the rate of 15.7 per cent on the capital 
stock. 

From the standpoint of earning capacity, therefore, the value of its' 
railroads in 1901 might well have been reckoned by the Steel Corpo- 
ration at more than the par value of their outstanding securities plus 
accumulated surplus. From what has been said, however, there can 
be little doubt that a total of $70,000,000 is a sufficiently liberal esti- 
mate of the value of the tangible property alone of these railroads on 
April Ij 1901. It may be repeated that this is the valuation of the 
entire tangible property, and not merely the excess of such tangible 
property over bonded indebtedness. 

Steamship properties. — The Steel Corporation at its organization 
acquked a fleet of 112 vessels with an aggregate of, roughly, 500,000 
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tons carrying capacity per trip; 69 of these were steamers and 43 
were barges. The number of the vessels of the various constituent 
fleets, and their capacity for the season (based on 19 trips) as com- 
piled from data published in the Iron and Steel Directory for 1901, 
were as follows: 



Company. 


Sesson's 
ospaotty. 


Capadty 
per trip. 


Per 
ceat. 


V««.. 


aieamers. 


Barges. 




Tom. 
4,»43,400 
2,062,000 
1,278,800 
1,252,109 

B64,30C1 


Tmi. 
228,000 
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87,200 
89, H» 
29,709 
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499, «W 


100.0 
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It is possible to get at a fairly close valuation for this steamship 
property. Thus, the Bessemer Steamship Company's fleet, which 
embraced 56 vessels (25 steamers and 31 barges), with an aggregate 
capacity of 4,343,400 tons for the season, was purchased for $8,500,000 
in cash (payable on or before May 1, 1902). This fleet, it will be 
seen, represented nearly 46 per cent of the total capacity of the entire 
fleet of the Steel Corporation. If the remaining vessels had been 
purchased on the same basisj therefore, the total cost of the entire 
fleet would have been approximately $18,500,000. However, more 
than half the vessels of this Bessemer Steamship fleet were barges, 
which, of course, were less valuable than steamers. 

The National Steel Company's fleet of 9 vessels, all steamers, origi- 
nally cost that company in 1899 $1,511,800. This was an average of 
approximately $168,000 per steamer, or of $51 per ton based on the 
carrying capacity per trip. This price per ton is distinctly high, 
considering the fact that some of the vessels were not new. The 
explanation of this may have been that the purchase was made in the 
height of the iron and steel boom of 1899. 

The fleet of the American Steamship Company {American Steel 
and Wire Company) included rather larger and more modern ves- 
sels. It will be recalled that the 12 steamers of this company, of 
which 7 were new, were valued in 1900 by the Inland-Lloyds at 
$3,035,000. This was at the rate of $46 per ton of capacity (per 
single trip). 

The value of these three fleets is, therefore, rather definitely fixed 
at not much over $13,000,000. In the case of the Minnesota Steam- 
ship Company and the Pittsburg Steamship Company, no specific 
amount appears to have been allotted for the purchase of their vessels, 
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which were acquired in conjunction with other properties. The 
book investment of the Minnesota company fleet in April, 1901, how- 
ever, was $3^60,000 and that of the Pittsburg Steamship Company 
$3,783,000. Adding these amounts to the valuations of the other 
three fleets above stated gives a total of $20,189,000, as follows: 

BeBSemer Steamsblp Company JS, BOO, 000 

Nationnl Steel Company L _-_ 1,511,800 

American Steamship Company 3,035,000 

Minnesota Steamship Company 3, 360, OOO 

Pittsburg Steamship Company 3,783,000 

Total 20, 189, 800 

The valuation of the Minnesota Steamship Company's fleet appears 
to be rather high. It covered 12 steamers and 10 barges. Several of 
these, however, appear to have been built in the early nineties and 
were of comparatively small size and somewhat antiquated type and 
undoubtedly had suffered considerable depreciation. The book in- 
vestment of the Pittsburg Steamship Company on the other hand 
appears to be fairly reasonable, as most of the vessels of this fleet 
were very large and of modern construction. 

While it is probable that most of the valuations above given could 
with fairness be somewhat reduced, the total reduction would be com- 
paratively small, and the Bureau has decided upon a valuation of 
$20,000,000 for the entire steamship property acquired by the Steel 
Corporation in 1901. There can be no question that this valuation is 
sufficiently high. 

The calculations above given are substantially confirmed by com- 
putations based upon approximate average per-ton costs. A great 
many Lake ore vessels were constructed in the years 1899 and 1900. 
Statements in reliable trade journals indicated that such steamers, 
when new, cost all the way from about $250,000 to $350,000, or even 
$450,000 each. 'While, of course, there were considerable differences 
in cost for vessels of the same size and even of the same general de- 
scription, roughly speaking it may be considered that $250,000 would 
at that time pay for the construction of a modem steamer of any- 
where from 5,000 to 6,000 tons cargo capacity per trip, or, say, an 
average per-ton cost of from $40 to $50. Several steamers of an 
average capacity of about 7,500 tons appear to have been contracted 
for at a cost of $350,000 each, or an average of about $15 per ton, 
and vessels of 10,000 tons each were constructed at this time at from 
$400,000 to $460,000 each, or frwn $40 to $46 per ton. Estimates . 
based on a rather large number of individual transactions indicate 
that an average allowance of about $45 per ton would be sufficiently 
liberal to represent the construction cost of new ore steamers of what 
at that time were of the most modem type. The average per-ton cost 
of barges would be less. 

I-. -,Caxk.^ 
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As the combined capacity per single trip of the entire fleet of the 
Corporation was almost exactly 500,000 tons, the valuation of $20,- 
000,000 above arrived at is equivalent to $40 per ton. In view of the 
fact that new st«ainers of the most approved type could be con- 
structed at that time at an average cost of about $45 per ton, an 
average of $40 per ton for the Steel Corporation's entire fleet in the 
condition in which it was acquired in April, 1901, is undoubtedly 
sufficient. 

Dock properttes. — The principal dock property of the Steel Cor- 
poration exclusive of those of the Duluth and Iron Range Railroad 
and the Duluth, Missabe and Northern Railway (which are in- 
cluded in the estimated valuations of those roads already discussed), 
and exclusive of receiving docks at Lake ports which have been in- 
cluded with manufacturing properties at those points, was that of 
the Pittsburg and Conneaut Dock Company, at Conneaut, Ohio. 
The book investment in this property in April, 1901, was $1,236,375, 
An allowance of $1,500,000 for this and for all the miscellaneous dock 
property of the Corporation on that date is undoubtedly sufficient. 

Summary.- — From the preceding discussion, therefore, it appears 
that the tangible property of the railroads of the Steel Corporation 
(including, in the case of the Pittsburg, Bessemer and Lake Erie, 
only a 52 per cent interest) can not be considered as having been 
worth on April 1, 1901, more than $70,000,000. The steamship 
property may be estimated at $20,000,000 and the miscellaneous dock 
property other than that included with the railroads at not more than 
$1,500,000. On this, basis, the total indicated value of the entire 
group of transportation properties would have been $91,500,000. 

In this estimate no deduction is made for bonded indebtedness. 
The Corporation's estimate of $80,000,000, given on page 182, al- 
lowed for a deduction of $40,340,000 for such indebtedness. Includ- 
ing this the Corporation's estimate of the value of these transporta- 
tion properties as a group was $120,340,000, or $28,840,000 more than 
the valuation arrived at by the Bureau. As already stated, it is not so 
much the purpose of this discussion to criticise the Corporation's 
estimate as to arrive at a fair approximate valuation of these prop- 
erties in 1901. In view of the fact, repeatedly pointed out, that the 
officials of the Corporation had every reason to exaggerate in their 
estimates and clearly did exaggerate in some of them, this excess of 
$28,840,000 in the Corporation's estimate (made in July, 1902) of 
these transportation properties over the values computed by the 
Bureau (as of April, 1901) is not remarkable.^ 

> It Is not quite clear wliether the IndebtedQeaa of {40,340,000 referred to bj Hr. Scbwab 
In bis GBtioiate Included ubout tlO,000,000 ot such boTida owned by tbe Bubaldlar; com- 
panies themselTes. II not. this further amount should be added to tbe Corporation's esti- 
mate of f80,000.000. tor purposes of comparison. 
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Section S. Investment in coke property. 

In the estimate of the Corporation above referred to (see p. 182), 
the value of its coal and coke property was placed at $100,000,000. 
This estimate was evidently based upon a more detailed estimate sub- 
mitted in an affidavit in the same suit in July, 1902, by Thomas 
Lynch, president of the H. C. Frick Coke Company. The essential 
features of this estimate by Mr, Lynch follow : 

The coke properties of the subsidiary companies of the United 
States Steel CorporatiOD, situate In Westmoreland and Fayette 
counties, FenDsylvnnla ( CoDDellsvllIe region) iind in McI>Owell 
County, West Virginia (Pocahontas region) cinslst of 42000 
SLTes (Counellsville coal), wbich are of the prpsent value of 
?1,SOO per acre, representing an aggregate lalue of „. $63,000,000 

Separated from such Connellsville region la what Is known as the 
" Ijjwer Connellsville district," in which the companies own 
15,000 acres, which Is of the present value of $800 per acre, or 
In the aggregate 12, 000, 000 

The companies own In Westmoreland and Fayette counties, Penn- 
sylvania, 16,000 Beehive coke ovens, with the necessary equip- 
ment for operating the same, houses of employees, etc., of the 
aggregate value of 12,500,000 

The companies own likewise transportation facilities, cars, water 

plants, etc., of the present value of 2,500,000 

The companies also own a lease of 50,000 acres of Pocahontas 
coal lands in McDowell County. West Virginia, of the value of„ 2, 500, 000 

The companies also own steam and gas coat In Allegheny, Wash- 
ington, and Green counties, Pennsylvania, 22,550 acres, at $300 
per acre 0,705,000 

The companies also own scattered tracts of coal lands at or near . 
rallla and furnaces of the subsidiary companies in Ohio, Penn- 
sylvania, Illinois, and West Virginia, 6,500 acres of the present 
value of $100 per acre 050.000 

Total itemized valuations 99, 915, 00(1 

It will be noted that Mr, Lynch estimated the value of the 42,000 
acres of COTinellsville coal land at $1,500 per acre. In his affidavit ho 
said: 

The above valuations are figured on the prices now asked toe 
similar coal lands in the several localities. In fact, the Connells- 
ville properties could not be duplicated at any price, for the rea- 
son that there is less than 15,000 acres of unmined coal in the 
entire Connellsville basin outside of the holdings of the subsidi- 
ary companies of the United States Steel Corporation. 

Comparatively few well authenticated transfer prices of coking- 
coal property prior to the organization of the Steel Corporation were 
made public. Several sales were reported at prices in the neighbor- 
hood of $1,000 per acre. Coal and Coke (a leading trade journal) in 
its issue of June 1, 1901, in criticising extremely high valuations 
placed upon the Steel Corporation's coke property by President 



UNITED STATES STEEL CORPOEA.TION. 199 

Schwab in certain testimony before the Industrial Commission, re- 
ferred to the sale of a tract of nearly 200 acres at approximately 
$1,000 per acre, the coal being described as "excellent and of the 
strictly Connellsville seam." So far as is known, no transfer of any 
considerable tract of coal land in the Connellsville region had been 
made up to the middle of 1902 at so high a figure as $1,500 per acre. 
A sale of 12 acres in the heart of the Connellsville region was reported 
in Coal and Coke in July, 1901, at $1,750 per acre, for coal rights 
alone. This tract, however, was too small to afford any criterion of 
values generally. The Iroa Age, at the close of November, 1901, 
referred to the sale of 200 acres of " choice coal lands in the Con- 
nellsville region " at $1,100 per acre as " the highest price ever paid 
for coking-coal lands." It had been reported in 1899 that the Na- 
tional Steel Company paid " about " $1,100 an acre for a tract of 717 
acres of coking-coal property in the Connellsville district. This 
price, however, apparently included some coke-oven property. 

In view of the fact that the great bulk of these Connellsville coal 
lands proper were owned by the Steel CorpM^tion and of the further 
fact that the Corporation was not offering these lands for sale, it 
obviously was easy for the Corporation to set a price on such lands 
that could not readily be challenged from the standpoint of open- 
market prices. However, in view of the foregoing evidence, it is not 
reasonable to assume that the entire 42,000 acres of Connellsville coal 
land owned by the Steel Corporation was worth $1,500 per acre in 
1902. Admitting that this property may have been worth as much as 
$1,200 an acre, which in the light of the preceding evidence appears 
to be a liberal valuation, the aggregate value would be, roughly, 
$50,000,000 instead of $63,000,000, as estimated by Mr. Lynch. 

Similarly, the valuation of $800 per acre for the coal lands in the 
lower Connellsville region was distinctly above the average of re- 
ported transfer prices for such lands in the two years immediately 
preceding the organization of the Steel Corporation, In fact, for 
some time after the Steel Corporation was organized, sales of desir- 
able coking-coal property in this region were made around $500 per 
acre. (See p. 285.) An average of $500 an acre for the 15,000 acres 
owned by the Steel Corporation in the lower Connellsville district 
would give a total valuation of $7,500,000, or $4,500,000 less than Mr. 
Lynch's figure. 

It will be noted that Mr. Lynch's estimate included an allowance 
of $2,500,000 for the equity in the lease of certain Pocahontas coal 
lands. As this lease was not executed until the close of 1901, it 
should not be considered in this discussion of the Corporation's assets 
in April of that year. 

The estimate of the ooke-oven property and equipment by Mr. 
Lynch, namely, $12,500j000, undoubtedly was high, and in view of the 
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fact, repeatedly pointed out, that there was an obvious Inducement 
for all the officials of the Steel Corporation making such estimates to 
submit inflated valuations, there can be no doubt that all of his figures 
were liberal. With the exception of the coking-coal property, how- 
ever, the valuations presented by Mr. Lynch may be accepted in this 
rough comparison- 
Using the averages of $1,200 per acre for the Connellsville coal 
property and $500 per acre for the lower Connellsville coal property, 
respectively, in place of his valuation of $1,500 per acre and $800 per 
acre, respectively, and excluding the Pocahontas lease, the grand total 
of his estimate would be reduced to about $80,000,000. However, dur- 
ing the period from April, 1901, to the date of Mr. Lynch's estimate, 
the Steel Corporation had made capital additions of rather more than 
$2,000,000 to its coal and coke property. This further sum, there- 
fore, should be deducted in arriving at an estimate of the investment 
in such property at the earlier date. 

Taking all these facts into consideration, it would seem tnat there 
can be little question that a fair valuation for these coke properties 
on April 1, 1901, would be rather less thwi $80,000,000. Again, 
however, in order to give the Corporation the benefit of possible 
doubt, the Bureau has placed its valuation of these properties in 
'April, 1901, at that figure. Even this value, however, it should be 
clearly kept in mind, must be attributed in considerable measure to 
the great concentration of ownership wliich had taken place in such 
coking-coal lands prior to their acquisition by the United States Steel 
Corporation. 

Section 6. Value of uaturaJ-gaB and limestone properties. 

Natchai.-oas HtopERTTES, — The value of property like a natural- 
gas field, the extent and life of which can not be determined, even 
approximately, by engineering science, must necessarily be largely a 
matter of conjecture. There is good reason to suppose that the valu- 
ation of $20,000,000 placed on this property by the Steel Corporation 
in its estimate (see p. 182) is, like the estimates of the values of 
tlie other natural resources, decidedly excessive. Moreover (see 
p. 316), the Steel Corporation, as late as January 1, 1908, claimed 
a valuatiiMi of only $10,360,940 for its natural-gas property. It had 
acquired considerable such property since April 1, 1901. On the 
other hand, of course, it had exhausted a considerable amount of its 
reserve supply of natural gas. While, therefore, it is highly im- 
probable that the market value of this natural-gas property was 
equal to the $20,000,000 valuation placed upon it in the 1902 estimate, 
owing to the complete absence of a satisfactory basis for estimating 
its value, the Bureau has allowed that estimate to stand. 
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Limestone fkopbrtibs. — The valuation of $4,000,000 placed on the 
limestone properties of the Steel Corporation, whether excessive or 
not, is so small as compared with the capitalization of the Steel Cor- 
poration that it may be accepted without discussion as the value on 
April 1, 1901. 

. Seotioa 7. Cnnent assets of the Corporation. 

By reference to Table 16, on page 182j^it will be seen that the Cor- 
poration Reported its current assets on June 1, 1902, at $148,291,000. 
This was the amount after deducting from the gross current assets 
all ordinary current liabilities, and likewise certain purchase-money 
obligations, as will be seen from the following excerpt from the affi- 
davit submitted in behalf of the Corporation by President Sc^jwab : 

The cash and cash assets of the St«el Corporation and sul(sidi- 
ary companies on June 1, 1902, amounted to the sum of $214,- 
278,000, as against which there stood the usual current liabilities 
and accounts and bills payable and certain mortgages and 
purchase- money obligations, amounting to $65,987,000, leaving 
the aggregate net cash assets as of that date $148,291,000, and 
such aggregate net cash assets have increased more than 
$12,000,000 since June 1, 1902. 

This total of $148,291,000, as stated, was the amount of such cur- 
rent assets on June 1, 1902. The net current assets on April 1, 1901, 
according to a condensed balance sheet submitted to the Bureau by 
the Steel Corporation (see Exhibit G) were about $130,500,000. This 
figure includes the $25,003,000 cash capital provided the Corporation 
at its organization. It allows for sundry adjustments in the balance 
sheets of the subsidiary companies made just after the consolidation 
was effected, such adjustments, however, not being of especial interest 
in this connection. 

The Bureau, in arriving at this figure of $136,500,000 as the net 
current assets in April, 1901, has treated the purchase-money obliga- 
tions and sundry real-estate mortgages of the subsidiary companies, 
a^regating $21,872,000, as similar in character to bonded indebt- 
edness and not like current liabilities, and therefore it did not deduct 
them from the gross current assets. The reason for this is that such 
purchase-money obligations ordinarily ran for a year or several years, 
and, what is more important, were usually issued against fixed prop- 
erty and not liquid assets. Thus, in the case of the Bessemer 
Steamship Company, the purchase price of $8,500,000 was first pro- 
vided for by purchase -money obligations which were not entirely 
liquidated in cash for nearly two years after the company was ac- 
quired.' Prior to such liquidation, the fixed property account of the 



202 THE 8TEEI, INDUSTRY. 

Steel Corporation was, of course, increased by the value of this 
steamship property without a corresponding diminution oi its 
working capital. 

The amount of such purchase-money obligations and mortgages 
deducted from current assets by the Corporation in 1902 was 
$16,367,000. 

BMtion 8. SmuMury of valae of tai^blt property acqnized 1^ the Steel 
CorporatioB ia 1901, otker thaa m. 
The preceding valuations of the Bureau for the different classes of 
property acquired by the Steel Corporation in 1901, with the excep- 
tion of ore, may now be summarized as follows: 

Jftuufacturlng, including bluet funinceB $250,000,000 

, Tranq>ortatloD 61,500,000 

Coal and coke 80,000,000 

Natural gae 20,000,000 

Uneetone 4,000,000 

Working ussets 138,500, 000 

Total 682,000,000 

The Bureau's estimate of the total value of the tangible property 
of the Steel Corporation at its organization in April, 1901, exclusive 
of ore, is therefore $582,000,000, The Corporation's valuation for 
these properties (see Table 16, p. 182), on the other hand, aggre- 
gates $700,291,000, or, after adding $40,340,000 indebtedness of trans- 
portation companies, and $16,369,000 purchase-money obligations, to 
make the two sets of figures fairly comparable, the Corporation's 
total for these classes of property would be $757,000,000. The 
Bureau's valuation for these properties is thus $175,000,000 less than 
the valuation as submitted by the Corporation in the Hodge suit in 
July, 1902. During the interval in question considerable additions 
had been made to these classes of property by the Corporation, 
and the discrepancies between the two estimates for these two items 
are somewhat less than would at first sight appear. The most im- 
portant difference occurs in the case of the manufacturing properties, 
for which the Corporation's estimate is $348,000,000, while the Bureau 
computed the value at $250,000,000. The difference in the two esti- 
mates is chiefly due to the excessive valuation by the Corporation. 
The Corporation's estimate of $348,000,000 for these properties is 
completely discredited by the fact, already noted, that at the end of 
1907, or about five and one-half years later, it valued its manufactur- 
ing properties at only $367,600,000, although during this period net 
capital additions of $114,500,000 had been made to these manufactur- 
ing plants, this after ample depreciation had been allowed. 

By reference to Table 16, page 182, it will be seen that the Corpora- 
tion's estimate of the value of its ore property in July, 1902, waa no 
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less than $700,000,000, or practically one-half of the grand total 
valuation of all its tangible assets. In view of the much smaller dis- 
parities between the Bureau's valuations and the Corporation's valua- 
tions for most of the other classes of property, it is apparent that 
^timates of the value of the entire tangible assets of the Corporation 
in April, 1901, must largely depend upon the valuation assigned the 
ore. On account of the extraordinary value claimed for this ore 
property by the Steel Corporation, the Bureau has taken up a valua- 
tion of this ore by several different methods in the following pages 
of this chapter. 

n. VAI.UE or 17HE STKEL COBPOBATIOH'S OBE FBOFEB.TT IN 1901. 

Section 8. Estimated tonnage of Corporation's ore Koldii^B in 1901. 

The Bureau has estimated the value of the ore property of the 
Corporation in 1901 by three different methods — first, on the basis of 
prices paid for ore in fee about the time the Corporation was organ- 
ized ; second, on the basis of the price paid by the Steel Corporation 
itself for a large portion of its ore property ; and, third, by a calcula- 
tion of the " present worth " of royalties on leased ore. These 
various methods are fully explained later. 

The first step in calculating the value' of the Corporation's ore in 
1901 is to get an approximate idea of the quantity. Conclusions must 
be based largely upon estimates made about the time the Corpora- 
tion was organized. It is true that estimates of the total quantity of 
ores embraced in the properties then acquired have since been largely 
increased, partly as a result of subsequent exploration and partly 
because of the inclusion of lower grades of ore than were then taken 
account of. Obviously, however, for the purpose of determining the 
value in 1901, it would be incorrect to include additional tonnages 
which have been developed in these waysj i>ecause these can not be 
regarded as having influenced estimates current at that time. It is 
true that both the purchaser and the seller of a great irrai-ore de- 
posit may be influenced by the possibility that the total tonnage will 
prove considerably greater than either of them are reckoning on at 
the time of the sale, but there is likewise the possibility that their 
estimates will prove excessive. These contingencies, however, would 
affect the price, and are thus taken account of in the present discus- 
sion of the value of this ore property. 

It is necessary, therefore, to base ideas as to the quantity of the ore 
reserves of the Steel Corporation in 1901 upon estimates current at 
the time. One such estimate was that of C. M. Schwab, president of 
the Corporation, before the Industrial Commission, in May, 1901, 
when he stated that the company had " over " 500,000,000 tons of ore 
" in sight " in the Lake region. 
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In July, 1902, as shown on page 182, Mr. Schwab and otlier offi- 
cials of the Steel Corporation estimated the value. of the Corpora- 
tion's ore property at $700,000,000. This estimate was admittedly at 
the rate of " $1 i>er ton " on a total estimated tonnage of 700,000,000 
tons,' 

In view of the fact that during the period from the organization 
of the company up to July, 1902, several large parcels of ore prop- 
erty had been acquired, adding substantially to the total tonnage, 
this estimate of 700.000,000 tons made by Mr. Schwab in 1902 agrees 
very well with his estimate of " over " 500,000,000 tons made to the 
Industrial Commission in the preceding year. 

In May, 1901, in a statement submitted to the New York Stock 
Exchange by the United States Steel Corporation, the ore tonnage 
of the Lake Superioi Consolidated Iron Mines (which owned the 
most important ore pi-operty acquired by the Steel Corporation at 
its organization) in known or practically explored properties was 
estimated at from 300,000,000 to 400,000,000 tons, this estimate not 
including some minor parcels and a considerable acreage of unex- 
plored lands believed to contain ore. This estimate later proved to 
be a conservative one. 

A careful schedule by the Minnesota Tax Commission, made in 
1907, or six years after the Corporation was organized, placed the 
aggregate tonnage of all iron-mining companies in that State at 
slightly less than 1,200,000,000 tons, and credited the Oliver Iron 
Mining Company (under whose management all of the ore prop- 
erties of the Steel Cor^joration in Minnesota had then been placed) 
with approximately 913,000,000 tons. These estimates, while ap- 
parently made on a conservative basis, included a large acreage of 
"tonnage prospects;" that is, mining lands which had not been 
actively operated or developed, but which were believed to contain 
ore. Of this total of, roughly, 1,200,000,000 tons, about 250,000,000 
tons were credited to unexplored lands which had not even been 
" prospected," but which were near good mining properties. This 
total, as just stated, was compiled in the year .1907, and the figure 
given for the United States Steel Corporation (Oliver Iron Mining 
Company) of 918,000,000 tons included a large tonnage acquired 
since the Corporation had been organized. Thus, during this inter- 
val, the Corporation had acquired the Chemung properties, with an 
estimated reserve of many millions of tons; the Union-Sharon prop- 
erties; and, much more important stiU, a large tonnage by lease from 
the Great Northern Railway Company. 

This total compiled by the Minnesota Tax Commision did not, of 
course, include the holdings of the Corporation on the older ranges 

' Id this eBtlmafe bo dlstlnctioD appears to have b*en made between the value ol fee 
end leasebold properties, (See p. 206.) 
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in Michigan and Wisconsin. However, according to the records of 
the Corporation, by far the greater part {over 85 per cent, not in- 
cluding the Great Northern ore) of its Lake ore reserves in 1907 were 
in Minnesota, and chiefly on the Mesabi Range. 

In view of the foregoing evidence and of the fact that as late as the 
middle of 1002 officials of the Steel Corporation themselves reckoned 
on a tonnage of 700,000,000 tons, any estimate above this figure for 
the Corporation's ore holdings on- April 1, 1901, must obviously be 
rejected. A somewhat lower estimate might, indeed, be justified, but 
it has been deemed better to use this figure. 

Proportions op fee and leased ore. — Much of the ore property of 
the Steel Corporation was merely leased and not owned in fee. The 
value of the fee of an ore deposit {where the ore is not subject to lease 
or to other incumbrance) is, of course, the price at which such fee 
could be sold, and in such case that price would represent the total 
value of the ore in the ground. In the case of a mining lease, how- 
ever, the lessee simply secures the right to mine the ore as it lies in 
the ground, on payment of a certain sum per ton for the ore as he 
mines and ships it, this cliarge being known as a "royalty ; " the 
rates of royalty vary more or less with particular conditions, such 
as the location of the mine, and more especially with the quality of 
the ore. It should be clearly understood that the value of such a 
leasehold can not be measured by the royalty, but instead is the price 
at which this mere right to mine the ore can be sold or transferred 
to another party. In some cases such leaseholds do not have any 
transfer value whatever. This is shown by the fact that such leases 
are sometimes renewed at lower rates of royalty than those originally 
stipulated. On the other hand, many leases have been transferred 
at a premium, or, as it is termed, a " bonus," over and above the 
stipulated rate of royalty. Frequently such bonus payments are in- 
tended to cover improvements to mining property. In so far as they 
are paid on account of the ore alone as distinct from improvements, 
such boims payments may be regarded as measuring the value of the 
mining privilege itself, at the stipulated rate of royalty. 

In other cases, instead of a cash bonus, such leases are transferred 
on payment of an additional or increased royalty. {See p. 216.) 

It will be seen, therefore, that the idea frequently encountered, 
that the royalty paid by the lessee indicates the value of his leasehold 
interest in the ore, is entirely erroneous; such royalties as are actually 
paid out are a part of the operating cost, like the payments made 
for labor, materials, etc. The royalty thus being an operating cost, 
it is obvious that so far as unmined ore in the ground is concerned 
such a cost can in no sense be regarded as involving an investment. 
This royalty charge, in fact, becomes a part of the investment only 
as other cost items do, namely, to the limited extent to which it may 
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enter into ore which has actually been extracted and carried in in- 
ventories at a given time. 

This matter of ore leases is discussed in more detail in sections 12 
and 13. 

As will be shown in detail (see pp. 229-231), the value per ton in 
1901 of ore held in fee was much greater than the value per ton of 
leasehold interests. The fact that a large proportion of the Steel 
Corporation's holdings of ore in 1901 was merely leased has, there- 
fore, an important bearing upon the aggregate value of those hold- 
ings. The exact proportions of the tonnages of fee ore and of leased 
ore to the total estimated deposit of 700,000,000 tons in 1901 can not 
be stated, but apparently considerably less than one-half the entire 
quantity was owned in fee. A study of estimated tonnages of some 
of the more important mines of the Corporation in 1904 indicates 
that not over one-third of the total holdings at that time was owned 
in fee. Moreover, it is known that this was about the proportion at a 
somewhat later date. Since, however, exact data are not available 
for 1901, the Bureau, in order to avoid possible undervaluation in 
its calculations, has assiuned that one-half the total holdings, or 
350,000,000 ton.s, was owned in fee. 

Having thus determined the total tonnage of the ore holdings of 
the Corporation in 1901, the discussion of the value of this ore prop- 
erty by the three methods outlined on page 203 will be taken up 
and in the order there shown. 

Section 10. Value of Steel Corporation's fee ore property as indicated by 
prices paid for ore mines in fee by constitiieiit companies in 1899 
and 1900. 
Nearly all of the Steel Corporation's ori^nal ore property was 
purchased in connection with the other property of the constituent 
concerns through acquisition of their stocks, and apparently no spe- 
cific portion of the purchase price was allotted to it. The prices 
paid for this ore property by the constituent concerns themselves 
are known in only a few cases. However, with respect to purchases 
of fee ore (which is the subject of the immediate discussion) made in 
the early or middle nineties, the figures of original cost, even if 
available, would be of very little service in preparing an estimate of 
the value of the same properties in April, 1901. It is obvious that 
the price originally paid for a mining property in fee does not neces- 
sarily or even probably have any close correspondence to the subse- 
({uent value after exploration and development. ^ATiile as a rule 
the extent and therefore the value of iron-ore deposits can be more 
accurately determined than that of many other minerals, nevertheless 
there have been repeated instances where iron-mining properties in 
the Lake Superior region M'iginally purchased for very ^nall con- 
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aiderations have later sold for great sums. On the other hand, mines 
for which considerable sums were paid have been abandoned after 
exploration. It is apparent, therefore, that the value of the fee ore 
of the Steel Corporation in 1901 can not be satisfactorily determined 
by a study of the original cost of such ore to its constituent concerns, 
especially where those concerns acquired the ore several years prior 
to that date. 

The prices paid in 1899 and 1900 by the constituent companies of 
the Steel Corporation, however, are entitled to consideration. It is 
true that such prices may have been either very much in excess or 
very greatly below the value of these properties as determined by 
subsequent exploration and development, but at any rate the prices 
paid by these large interests in 1899 and 1900, when competition for 
ore property by steel concerns was exceedingly keen, must be regarded 
as a full expression of the valuation placed upcHi them at that time, 
and they thus afford some idea of the value of ore in the ground gen- 
erally. For this reason it is desirable to examine the prices named 
in a few such fee transfers of important iron-mining properties in 
1899 and 1900. 

The American Steel and Wire Company purchased a number of 
mines in 1899 and 1900. The most important of these was the Saun- 
try, which was secured in fee for $700,000 in cash. This mine con- 
tained a very large tonnage of ore, currently estimated at fully 
25,000,000 tons. The Steel and Wire cOTnpany, in fact, in an official 
statement to the New York Stock Exchange in August, 1899, stated 
that the mine " measured up between 45,000,000 and 50,000,000 tons 
of ore," and that the company had estimates running as high as 
80,000,000 tons. Again, before the Industrial Commission in Novem- 
ber, 1899, John W. Gates, chairman of the Steel and Wire concern, 
said of this purchase: 

We bought one tract this spring; we paid $700,000 for it; we 
had the ore measured up in that tract, and it measures, according 
to the figures of one of the best experts in this country, 83,000,000 
tons of ore. I suppose that ore would sell to-day for two or 
three million dollars. 

While only a small portion of this ore was Bessemer, the mine 
was a very desirable one. The iron content was fairly high at about 
58 per cent for dried ore. It will be seen that on the basis of the 
original estimate of 25,000,000 tons the average cost per ton would be 
less than 3 cents. Furthermore, it is important to note that Mr. 
Gates, although testifying (evidently in optimistic vein) during one 
of the moat extraordinary bocHns ever known in the iron and steel 
industry, placed the value of this ore body, after the tonnage had been 
estimated by an expert at 83,000,000 tons, at not over $3,000,000, or at 
less than 4 cents per ton. 
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In 1899 the Oliver Iron Mining Company purchased the Security 
Land and Exploration Company for $300,000. This company owned 
the Sparta, Genoa, and Towanda mines, as well as considerable other 
mining land. A portion of the property was leased, but it was cur- 
rently estimated in trade journals that the Oliver Iron Mining Com- 
pany in this purchase acquired not less than 6,000,000 tons of ore in 
fee, and possibly twice that amount, aside from the leasehold interests 
on additional tonnage. Leaving out of consideration the leased ore, 
on which, of course, a royalty would have to be paid, and accepting 
the lower estimate of the ttmnage owned in fee, this purchase price 
would still amount to only 5 cents per ton, this, moreover, including 
some improvements. 

In 1900 the Sharon Steel Company purchased in fee the Sharon 
mine, in Minnesota, for $150,000. This mine contained a large ton- 
nage of high-grade ore. 

This Sharon transaction undoubtedly was an exceptionally for- 
tunate one for the buyers. However, prices paid for many mines 
transferred in fee at this time were equivalent on the tonnage as then 
estimated to only a few cents per ton. 

In this connection the following excerpt from a brief filed against a 
tonnage-tax bill in the house of representatives of the Minnesota 
legislature in 1909 by the delegation from St. Louis County (a large 
number of the mines of the Mesabi Bange being in this county) may 
be noted : 

The cheapest sales of fee ore we ever knew were for less than 
1 cent per ton. The highest that we ever knew were for 15 
cents per ton. There may have been sales at a higher price, ftid 
we have never known of one, and upon inqviry can learn of 

This positive and deliberate statement, coming from a delegaticHi 
of men representing the richest iron-ore mining section of the country, 
is certainly entitled to much consideration, even though it may not 
be an exact indication of maximum ore values. Furthermore, this 
statement was made in 1909, or eight years after the organization of 
the Steel Corporation, during which interval there had been a con- 
siderable appreciation in values of ore property. 

In view of this emphatic statement, and in view of the preceding 
evidence that large deposits of ore were purchased in fee as late as 
1899 and 1900 for a few cents per ton, there can be little doubt that 
an estimate of 15 cents per ton as the average value of even the fee 
ore of the United States Steel Corporation at its organization would 
be excessive. At 15 cents per ton the estimated 700,000,000 tons of 

I [lalics by Buieau. It Is possible that thla atatement had retertnce to Minnesota ora 
properties only and did not apply to tbe old range ares ol Michigan, hut slDCe the great 
ball! of tbe Corporation's ore was In UIiineM>ta this 1h Dot an important matter. 



UNITED STATES STEEL CORPORATION. 209 

ore controlled by the Steel Corporation (including fee property and 
leaseholds) would have been worth $105,000,000 to the fee owners, 
and, of course, less than this for the interest of the Steel Corpora- 
tion therein, because it owned only a part of this ttmnage in fee. In 
the same wayj at an average valuation of 10 cents per ton, the value 
of this ore body to the fee owners would have been $70,000,000, and 
at 5 cents a ton $35,000,000. 

These estimates do not allow for improvanents to mining proper- 
ties; that is, for the investment in opening up the mines (such as 
stripping the overburden, the construction of ^afts, galleries, etc.), 
and in mining structures and equipment. The total book investment 
of the Steel Corporation's subsidiary companies in such improve- 
ments in April, 1901, was about $9,000,000. Taking the value of the 
ore in the ground at an average of 6 cents per ton, the total value of 
the ore property to the fee owners in 1901, including this investment 
in improvements, would have been about $44,000,000. Allowing 10 
cents per ton for the ore and again adding the improvements, the 
total value would have been about $79,000,000. 

These calculations, as just stated, however, do not indicate the 
value of this ore property to the Steel Corporation for the reason 
that only a portion of its holdings were owned in fee, that portion 
having been estimated at only one-half the total. It is unnecessary 
to complete the present computation by making an adjustment on 
account of leasehold properties, because the second and third methods 
of valuation of the entire property presented in the following sec- 
tions afford a much more satisfactory basis for arriving at definite 
conclusions. But it should be clearly understood that the value of the 
Corporation's interest in this ore would be considerably reduced if 
allowance were made for the fact that much of its ore was simply 
leased. (See note, p. 231.) It is, however, worth noting that even 
if the Steel Corporation had owned the entire 700,000,000 tons of its 
ore in fee the total value at the extreme figure reported by well-in- 
formed mining interests as late as 1909 — 15 cents per ton — and 
including improvements, would have been only $114,000,000, 

Section 11. Value of Steel Corporation's ore property as indicated by 
prices paid by the Corporation for certain parcels of its ore. 
The second method of determining the value of the Steel Corpora- 
tion's ore holdings is based upon the prices paid by the Corporation 
itself for some of its principal ore properties. As already pointed 
out, most of the ore property acquired by the Steel Corporation at 
or about the time of its organization was not bought separately, but 
was included with other property acquired by the purchase of capi- 
tal stocks of the constituent concerns. In most such purchases there 
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apparently was no appraisal of the different classes of property, and 
no allotment of any specific part of the purchase price to corer the 
ore. In some cases, however, it is possible to determine approximately 
the portion of the purchase, price which may fairly be considered as 
paid for the ore property by itself. 

In making any such study of indicated prices for ore property 
which the Steel Corporation paid for in its own securities, it is im- 
perative to bear in mind that the valuations thus arrived at are al- 
most ceri:ain to be excessive. The analysis of property valuations 
given in Chapter II cleariy indicates that the Steel Corporation 
issued its securities at a rate far in excess of the market value of the 
tangible property acquired, and that this was also almost invariably 
true of the constituent conoerns themselves. In the case of most of 
the constituent concerns the evidence indicates that the par value 
of the preferred stock alone represented the full value of the prop- 
erty acquired. However, in most cases the market value of the pre- 
ferred and cohimon stock taken together (even though the common 
stock frequently sold at wily a small fraction of the par value) was 
usually considerably in excess of the par value of the preferred alone. 
In other words, the mere combining of such properties imparted a 
value to them collectively which exceeded their aggregate value oper- 
, ating separately and in competition with one another. This increase 
in valuation merely as a result of consolidation, while partly due to 
economies effected thereby, must in a measure be regarded as the 
result of monopolistic or concentrated control. Similarly, the market 
value of the Steel Corporation's securities was frtHn the start very 
greatly in excess of the combined market valuation of the securities 
of the constituent companies. (See p. 242.) This is chiefly because 
merger and monopolistic values were created by the formation of the 
Steel Corporation which were reflected in the market value of the 
securities issued for the properties acquired. Therefore, the price 
paid by the Steel Corporation in its own securities, even when re- 
duced to the basis of market value, exaggerates the real value (apart 
from merger value) of the property acquired thereby. A study of 
values by this method is nevertheless of service, since the resulting, 
valuation arrived at must be regarded as fixing a maximum figure for 
this portion of the ore property. 

Purchase of Lake Superioe Consoudated Iron Mines. — A cal- 
culation of the value of the Corporation's ore property may be made 
in the case of the Lake Superior Consolidated Iron Mines, which, as 
already shown, had enormous ore holdings in the Lake region, aside 
from an extremely valuable ore railroad. Its ore holdings were offi- 
cially stated in 1901 (see p. 204) at from 300,000,000 to upward of 
400,000,000 tons, and Probably constituted two-fifths of the total of 
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the Steel Corporation at that time, and perhaps more.' Furthermore, 
many of the mines of the Lake Superior Consolidated concern were 
exceptionally well located and cwitained ore of very high grade. 
The quality of the ore properties of this company as a whole was 
certainly equal to the average quality of all the ore properties ac- 
quired by the Steel Corporation, while the proportion of the fee ore 
apparently was higher than for the other ore property of the Corpo- 
ration. By determining a valuation for so large a fraction of the 
total, therefore, it is possible to arrive at an approximate valuation, 
or at least a maximum valuation, of the entire holdings of the Cor- 
poration. 

As shown in Table 4, on page 113, the United States Steel Corpo- 
ration issued, roughly, $39,700,000 of its preferred stock {par value) 
and a like amount of its common stock, or a total of $79,400,000 {par 
value) for $29,413,905 of the stock of the Lake Superior Consolidated 
Iron Mines. The average price of the preferred stock of the Steel 
Corporation during the first year of its existence was 94 and the 
average price of the common 44. On this basis the amounts of United 
States Steel stock issued for the Lake Superior Consolidated prop- 
erty would have been worth approximately $55,000,000. While this 
was substantially the amount obtainable by the vendors, it undoubt- 
edly far exceeded any price which the purchasers would have been 
jsilling to pay in actual cash. Moreover, as just shown, such prices 
in securities, even when reduced to the basis of actual market value, 
undoubtedly include what was in effect a premium paid to get greater 
control of the ore situation, and thus exaggerate a fair market valua- 
tion of the property if sold under ordinary competitive conditions. 

If the prt^rty of the Lake Superior Consolidated Iron Mines 
had consisted exclusively of ore, this figure of $55,000,000 would, 
of course, represent the cash equivalent amount received therefor. 
However, in addition to its ore the Lake Superior Consolidated Iron 
Mines owned $2,512,500 capital stock and $2,305,000 bonds of the 
Duluth, Missabe and Northern Railway, or a total, par value, of 
$4,817,500. As pointed out in the analysis of this railroad property 
(p. 192), there is reason to assume tliat these securities were sub- 
stantially covered by tangible value alone, while the high earning 
power of the road undoubtedly gave the stock a value well in excess 
of the value of the tangible assets back of it. Its average earnings 
in 1900 and 1901 were at the rate of over 50 per cent on its capital 
stock. Furthermore, this railroad, on June 30, 1901, reported a 
surplus of $3,595,500. The surplus of the road on April 1, 1901, 
when the Steel Corporation was organized, has been assumed at 

< It mny be pointed out that a tompntatlon by the Corparatlon la 190B placed the tutal 
amount ol ore of the Lake Superior ransolldattn] Iron Ulnra on April 1. 1901, ar about 
487,000.000 tons. Since, howeter, tlila eatlniHte was prepared by working backward Crom 
the estimated reserre In l^S. the Bureau has used the lower eatlmates previously made. 
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$3,000,000 as undoubtedly a conservative figure. The further fact 
should be noted that this railroad company had long-term contracts 
for the transportation of the ore taken from the I^ake Superior Con- 
solidated company's mines. The ore rate on this road was so high 
as to insure a liberal profit on its transportation. Furthermore, it 
was altogether probable that the volume of the ore business would 
increase in the future with the expansion of the iron and steel in- 
dustry. 

It can not reasonably be doubted that the Steel Corporation, in 
fixing a price on the Lake Superior Consolidated Iron Mines as a 
whole, was influenced by the great earning power, present and pros- 
pective, of this railroad property and the great advantage of con- 
trolling it In order, however, not to underestimate the value of the 
ore, the value of the railroad property will be assumed at only the 
par of the securities owned by the Lake Superior Consolidated Iron 
Mines plus $3,000,000, for surplus, or a total of $7,817,500. 

Since it is obviously impossible to say how much the purchasers of 
the Lake Superior Consolidated Iron Mines would have been willing 
to pay for the railroad alone and how much for the ore property, it 
has been assumed that that portion of the Lake Superior Consoli- 
dated Iron Mines stock which may be considered as representing its 
investment in the railroad property was this amount of $7,817,500 
and that this railroad property and the ore property received the- 
same terms, viz, $135 in United States Steel preferred and $135 in 
United States Steel common stock for each $100 par value of Lake 
Superior Consolidated stock. This assumption is reasonable in view 
of the enormous earning power of the road and the greatly increased 
control of the ore situation which would result to the Steel Corpora- 
tion from its acquisition. Since the par value of the railroad securi- 
ties owned by the Lake Superior Consolidated Iron Mines, namely, 
$4,817,500 plus $3,000,000 for surplus, amounted to $7,817,500, the 
total stock of the Steel Corporation which may l»e regarded as issued 
for this railroad property would have been 135 per cent of this 
amount in common and in preferred, or $10,553,625, par value, of 
each class. The Steel Corporation issued in all $39,708,771 of each 
class of its stock to acquire $29,413,905 stock of the Lake Superior 
Consolidated Iron Mines (this being the entire issue then outstand- 
ing except $10,689). It follows on the above assumption, therefore, 
that the amount issued for tlie ore property alone may be considered 
as the difference between this total amount and the amount issued for 
the railroad property, or $29,155,146 of each class. 

At the average prices of the stocks of the Steel Corporation during 
the first year after its organization (94 for the preferred and 44 for 
the common), the preferred stock here assumed to have been issued 
for the ore property would have been worth $27,405,837, and the 
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common stock $12,828,264, a total of $40,234,101. This total may be 
considered as substantially the amount obtained (or obtainable if 
they sold their United States Steel stock) by holders of the Lake Su- 
perior Consolidated Iron Mines stock for their ore property. It 
should be repeated that this valuation must be considered as a maxi- 
mum limit and probably distinctly excessive. As just shown, each 
$100 par value of the stock of the Lake Superior Consolidated con- 
cern received $135 in United Stat«s Steel preferred, and $135 in com- 
mon stock, a total of $270 at par, the market value of which was $186 
(based on the average prices for a year) , whereas during the late nine- 
ties the stock of the Lake Superior Consolidated company had fre- 
quently sold at very much below par and apparently had not sold 
above $75 per share up to the close of 1900. It should be taken into 
account that the scattered transactions in the stock in 1900 (particu- 
larly in view of the fact that the company had neither paid dividends 
nor published annual reports) 'may not have fairly represented its 
real value. It is incredible, however, that the great increase in price 
represented by the terms on which the stock was purchased by the 
Steel Corporation can be explained on the ground that the value 
of the property had not previously been recognized. Instead, a large 
part of this great increase in market valuation must be attributed to 
the fact that the vendors were in a position to dictate their own terms 
and that the purchasers were willing to pay an excessive price 
because of the control of ore and transportation thereby secured. 

The average prices per ton for ore indicated by this total price of 
$40,234,000 for the Lake Superior Consolidated ore property are as 
follows: 

Indicated nmount received for ore property of Lake Superior Con- 
solidated Iron Mines (leaseboMs, fee mines, and Improvements). $40,234,000 

On basis of 300,000.000 tons tills equals cents per ton__ 13. 4 

On basis of 400,000,000 tons this equals do 10. 

These indicated prices per ton are not simply the prices of ore and 
leaseholds alone, since the total price on which these computations are 
based included improvements to mining property as well. It should 
be kept in mind that the proportion of fee holdings of the Lake Su- 
peror Consolidated concern to its total ore property appears to have 
been larger than that for the entire ore property of the Steel Cor- 
poration, so that for this reason also results obtained from the use of 
these figures for this particular purchase are rather too liberal to the 
value of the Corporation's investment in ore. Thus almost the entire 
ore holdings of the Carnegie interests were in the form of leases and 
not owned in fee. 

Taking the average value per ton indicated above by using the 
minimum estimate of tonnage (300,000,000 tons) — that is, the average 
of 13.4 cents per ton — the indicated value of the entire ore property of 
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the Corporation (700,000.000 tons), if purchased on the same terms, 
would have been approximately $94,000,000, this including fee prop- 
erties, leaseholds, and improvemwits. On the basis of 10 cents per 
ton (indicated by the use of an estimate of 400,000,000 tons for tiie 
Lake Superior Consolidated ore holdings) , the indicated value of the 
entire property would have been only $70,000,000. 

It should be repeated that the valuations of the raitire ore property 
of the Corporation in 1901 arrived at by this method probably exag- 
gerate a fair valuation at that time, since they are based upon a price 
paid for a portiwi of the total, which has been shown, for several 
reasons, to have been excessive. 

Purchase of Union-Sharon orb properties. — Some further light 
upon the value of ore in the ground is furnished by the terms on 
which the United States Steel Corporation acquired the properties 
of the Union and Sharon steel companies. These concerns were pur- 
chased in the latter part of 1902, payment being made through the 
guarantee of bonds issued against these properties. The total ore 
tonnage acquired in this transaction was officially estimated in the 
annual rejwrt of the Steel Corporation for 1902 at " approximately 
40,000,000 tons." This substantially agrees with estimates by trade 
authorities which placed the ore reserves of the Sharon Steel Com- 
pany at about 21,000,000 tons and those of the Union Steel Company 
at about 20,000,000 tons. 

For the Sharon mining property the Steel Corporation paid, ac- 
cording to its own figures, $4,400,000. This mine was acquired in 
fee, so that based upon an estimate of 20,000,000 tons, the average cost 
to the Steel Corporation was 22 cents per ton. 

For the Union Steel Company's ore properties, which included the 
Penobscot mine, owned in fee, and the Donora and Sweeney mines, 
which were merely leased, the Steel Corporation paid $4,150,567. On 
the basis of say 20,000,000 tons, the average cost per ton— treating fee 
and leased ore as a unit — would he about 20J cents. Had it all been 
acquired in fee,*it is fair to assume that the total cost would have 
been somewhat greater than the figure above given, which represents 
the price paid for that portion of the ore bought in fee plus what 
was practically only a bonus for the right to mine ore from the other 
mines at a royalty. 

The above prices included payment for some construction work 
and mining improvements. 

These prices are considerably above the average prices indicated 
in the preceding discussion. However, the price paid for these ore 
properties admittedly represented a substantial profit to the vendors. 
President Schwab, of the Steel Corporation, in tlie annual report 
for 1902, said of this Union-Sharon purchase that the acquisition 
was effected " on the basis of actual cost of the properties to the 
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vendors, except as to certain ore and coal property and other lands, 
and as to them on a basis not exceeding actual present value." 

In another official statement Chairman Gary stated that the profit 
of the vendors in the transaction aroee solely from their profit in oper- 
ating tlieir plants to the date of purchase and in the increased value 
of their ore, coal, and real estate which had been purchased some time 
■previously. 

In the case of the Sharon Steel Company, this profit was an ex- 
ceedingly liberal one. Its Sharon mine, as previously stated, origi- 
nally cost (in 1900) only about $150,000. This sum covered the entire 
ore tonnage of the Sharon concern, so that after allowing for the mod- 
erate expenditure for improvements to the mine, the profit on this 
sale apparently was in the neighborhood of $4,000,000. Of course, 
the mine at the time it was purchased by the Steel Corporation was 
worth very much more than the Sharon Steel Company had origin- 
ally paid for it, since the extent of the deposit proved to be far in 
excess of the original expectations. 

A further point to emphasize in aU this discussion, however, is 
that the liberal price for this Sharon property was paid more than 
eighteen months after the organization of the United States Steel 
Corporation, during which interval the value of iron ore lands had 
enhanced, partly, no doubt, because of the obvious policy of the 
Corporation and of other large steel concerns to extend their hold- 
ings of ore property. Despite these conditions, the price paid for the 
Sharon mine figures out only about 22 cents per ton. 

A still more important matter is that the price paid for the Union- 
Sharon projjerties as a whole was influenced by the fact that the 
Steel Coi-poration by this purchase removed what threatened to be 
a troublesome and powerful competitor from the field. As shown 
later, the interests back of the Union-Sharon concern — among whom 
was H, C. Frick — were very strong and aggressive. Since the manu- 
facturing properties of the Union and Sharon steel companies were 
admittedly paid for only on a cost basis, it follows that any payment 
thus made with a view to removing competition really went into the 
price paid for ore property and other natural resources; most of it 
went against the ore. (See p. 283.) Therefore, the price nominally 
paid for the ore was in reality paid both for the ore and the elimina- 
tion of competition, and can not properly be calculated as for the ore 
alone. The fact that in tlie face of all these conditions the price paid 
for the fee of this Sharon mine at the close of 1902 was only about 22 
cents per ton indicates that the valuation of 13.4 cents per ton in- 
dicated by the discussion of the Lake Superior Consolidated pur- 
chase, which covered a large amount of leased ore, is at least suffi- 
ciently high to represent an average for the entire ore property of 
the Corporation in April, 1901. 

.....C.oti^lc 
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Seotion 12. Valne of fee oie as indicated by calcolations of "present 
worth " of royalties on leased ore. 

A third method of estimating the value of the fee ore property of 
the Steel Corporation in 1901 is to compute the present worth at that 
time on the basis of royalties paid for leased ore. 

As already explained on page 205, in the case of mining leases 
the operator (the lessee) does not acquire the ownership of the min- 
ing property, but simply acquires the right to mine the ore at his 
own expense in consideration of a certain stipulated royalty charge 
per ton, payable as the ore is mined and shipped. It may be repeated 
that the value of such a leasehold is not measured by such royalty 
charge, but instead by the premium or bonus at which the royalty 
contract could be transferred to another party. At the time when 
such a lease is originally made the royalty would ordinarily represent 
the full market value of the mining privilege; that is to say, the fee 
owner of ore would not ordinarily lease an ore deposit at a royalty 
of 25 cents per ton if the going rate of royalty on similar deposits 
in the same vicinity was any higher. Therefore, if the original lessee 
decided at once to sublease, ordinarily he would find that his lease- 
hold had no transfer value. An exception to this might occur in 
cases where the rate of royalty was arbitrarily determined, as in the 
case of Minnesota State leases, which have been made at a uniform 
rate of 25 cents per ton, regardless of the probable quality and avail- 
ability of the ore. Moreover, royalty contracts made under ordinary 
conditions and originally having no transfer value frequently possess 
such a value at a subsequent date. This may be due to developmaits 
either in the mine itself, or in general conditions of the mining busi- 
ness, which make it possible to dispose of the leasehold at an. ad- 
vance or premium over the royalty payable. Such a premium usually 
takes the form of a cash bonus ; it may, however, be expressed in an 
additional or increased royalty paid by the sublessee to the prior 
lessee. 

Where such a bonus is paid for an unimproved ore property, it 
represents the equity value in the ore itself. In the case of an im- 
proved mine, however, the bonus is often paid, either wholly or in 
part, on account of such improvements, as, for instance, shafts, or 
stripping of. the overburden from the ore body. However, in this 
case, the bonus would represent the full transfer value of the lease- 
hold at the time. 

In cases where a lease is transferred or sublet in consideration of 
an increase in royalty the transfer value of the leasehold may be 
calculated from such additional royalty by the discount method in 
the manner explained below. (See pp. 217-219.) But such addi- 
tional royalty, of course, does not indicate any value for the lease- 
hold of the sublessee, because he must be assumed to have agreed to 
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pay a royalty equal to the full market rate, so that he could not 
immediately transfer his leasehold at any advance over what he had 
himself agreed to pay. In such a case the sublessee has no transfer- 
able interest or asset of appreciable value in the ore property. In 
other words, a royalty payable does not represent an asset or invest- 
ment to the lessee paying it. The interest or equity of such leasee 
is simply the price or consideration at which he could transfer his 
leasehold to another party, either by obtaining a cadi bonus or an 
advanced royalty over and above that which he himself has con- 
tracted to pay to the fee owner or to the prior lessee ; that 'is, as 
already explained (see p. 205), a royalty payable represents an 
expense or operating cost to the lessee. Therefore, in computing 
the assets of a mining company operating a leasehold, it would be 
entirely wrong to multiply the estimated tonnage in the ground by 
the rate of royalty payable, although this has frequently been done 
in such calculations.' 

While such equity of a lessee may be expressed either by a cash 
bonus or an advanced royalty, the cash bonus is by far the most com- 
mon method, and for this reason, as well as for clearness and con- 
venience, in the following discussion such transfer value of a lease- 
hold will be referred to as a cash bonus value. 

While, however, the royalty payable does not in any way measure 
the value of the interest of the lessee in the ore, nevertheless, as shown 
below, it may be used as a basis for calculating the current market 
value of the ore to the owner of the unencumbered fee. The principle 
is as follows : If all the ore in a mine were mined in a single year, the 
royalty per ton, multiplied by the total tonnage extracted (plus any 
bonus for ore as distinct from improvements) , would represent the 
approximate total value of the ore in the ground to the fee owner, 
but since the ore is taken out gradually year by year the present value 
of the royalty is reduced according to the length of time that the ore 
remains in the ground, for royalty payments (except as to any stipu- 
lated minimum) are made only as the work of extraction and ship- 
ment proceeds. Obviously, the present worth of the royalty for the 
output of a distant year is less than the value of the royalty for the 
same amount of production in the current year, first, because the lessor 
(i. e., the owner of the ore) does not receive payment therefor until 
the ore is produced and shipped, such payment having a present value 
determined by the principles of discount, and, second, because he is 
meanwhile exposed to various risks attendant on the progress of min- 
ing the ore, which tends of course to enhance the rate of discount. 
Therefore the fee owner naturally would be willing to sell his mine at 

' Bni^h a metbod of calculating the EDTeBtmenC In an ore property Is not onl)' absurd (ot 
tbe ressoDS juat ^ven, but also Tor tbe fartber reason that It takes no acconnt of tbe 
neceSHlt; oF determining tbe " present wortb " or dlicounted value ot tbe royalty. 
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a sum considerably less than the aggregate of the royalty payments 
which he might expect to realize if he leased it over a iMig period of 
years. Similarly, the lessee, if he were to purchase the mine in fee 
instead of making a lease, would expect to pay very much less than 
the aggregate of such royalties. The exact price which he would be 
willing to pay probably would not be computed by this method. But 
it is reasonably certain that on the average such cash prices for ore in 
fee would be less than the present worth of the aggregate royalty 
payments, discounted at a reasonable rate of interest. A particular 
reason is that a fee purchaser must bear the risk of ownership, such as 
the failure to find as much ore as expected, the discovery of more 
valuable deposits by competitive interests, or other contingencies 
which might adversely affect the value of the deposit, particularly the 
possibility that the ore might not be extracted as rapidly as antici- 
pated. Again, the provisions of iron-mining leases are in many re- 
spects liberal to the lessee, thus making him the more indisposed to 
purchase in fee, unless the price is low. Thus in ordinary mining 
leases the lessor does not fix the quantity which the lessee must extract 
each year, but leaves the lessee free to produce as much as he may see 
fit, subject usually to a stipulation that in any event he shall pay a 
royalty each year on a certain minimum tonnage. The minimum ton- 
nages thus stipulated, however, are, as above stated, usually compara- 
tively small, although not invariably so. This arrangement, it will 
be seen, virtually allows the lessee to suspend operations in case he 
later finds he can secure ore more cheaply by other means, or in case 
he can not use the ore to advantage for the time being. For these and 
other reasons, royalty payments when reduced to a present-worth 
basis would very naturally show a higher total amount than a pur- 
chaser would ordinarily be willing to pay outright in cash, even as- 
suming that the total quantity of ore leased was accurately known, 
which is not the case. 

It may, therefore, be assumed that if the entire 700,000,000 tons of 
ore estimated to have been acquired by the Steel Corporation in 1901 
had been bought in fee the cash price certainly would not have ex- 
ceeded the present worth of the same deposit obtained by discoimting 
the current rate of royalty for such ore on new leases, together with 
proper allowance for any bonus values; it probably would have been 
much less. A computation of such indicated present worth of the 
royalties, therefore, will be of great service as fixing a maximum limit 
of valuation. In making such a calculation of the " present worth " 
of ore in 1901 it is necessary to determine four factors — (1) the esti- 
mated tonnage of the deposit; (2) the average royalty per ton and 
the approximate bonus per ton; (3) the rate of interest at which to 
discount the future royalty payments; (4) the estimated duration of 
the deposit. 
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It should be borne in mind that such computation of the present 
worth of royalty payments is made in order to ascertain the value of 
ore in the ground in 1901, with a view to establishing an average 
figure which may be applied to that portion of the St^el Corporation's 
ore property which was owned in fee. 

Tonnage of the deposit.— The amount of the deposit which, as 
already stated on page 205, has heen accepted at 700,000,000 tons, 
will serve as the basis of this discussion. Although only one-half of 
this total has been assumed to have been held in fee in 1901, it will be 
much more convenient for reasons shown later to base calculations on 
the total tonnage, and then apply the average results to that portion 
held in fee. (See note, p. 228.) 

It may be noted that of a given body of ore a certain portion will 
never be mined, since a part of the ore body is inevitably left in the 
ground. The estimated tonnage given above, however, will be as- 
sumed as ft net total; that is, as the amount which can actually be 
extracted. 

Average eotaltt and bonus payments. — ^The average royalty can 
be determined with comparative accuracy. The following table shows 
the average royalty actually paid in 1902 and 1903 on shipments ' of 
ore produced from leased mines on the principal ranges of the Lake 
Superior district, as computed by the Bureau, the totals representing 
the great bulk of the output of those years (about 75 per cent in the 
case of the Mesabi Kange and about 50 per cent for the other four 
ranges combined). 

Tabi.b 19.— average RATES OF ROYALTY ON IRON ORB PRODUCED IN DAKH 
SUI'EUIOR REGION IN 1902 AND 190S, AS INDICATED BY RETURNS TO THE 
BUHEAO COVERING A LARGE I'ART OF THE SniPMENTS IN THOSE YEARS. 
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Figures for 1901 were not secured. There can be no doubt that the 
average royalties in that year did not differ appreciably from the 
figures here given. They probably were a little lower. 

iThe shlpmcntB were practically Identical with the production ol tbeae min«CL 
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The table shows that the average rate of royalty on the Mesabi 
Range in 1902 was exactly 25 cents per ton, that for 190S being only 
slightly higher. Royalties on the old ranges were somewhat higher, 
the average for these ranges cranbined being 31.8 cents per ton in 1902 
and 33 cents per ton in 1903. 

Combining the figures for all ranges, for the year 1902 the average 
royalty was 28 cents and for 19(ra it was 28.3 cents per ton. 

It might be argued, however, that these averages would not be a 
fair indication of the royalties obtainable in 1901 had all the Cor- 
poration's leaseholds been on the market Undoubtedly some of the 
best mines of the St«el Corporation already under lease in 1901 at 
royalties of about 25 cents per ton could have been leased at higher 
figures had they then been offered for transfer. On the other hand, 
some of the older mines were nearly worked out, and probably could 
not have been leased at even the original royalties. Again, many 
properties acquired by the constituent concerns of the Steel Corpora- 
tion in 1899 and 1900 contained ore of rather low grade. It is prob- 
able that some of these lower-grade mines had not been fully de- 
veloped, and thus are not fully reflected in the actual royalty aver- 
ages for 1902 above given. It would therefore be a very serious error 
to assume that the royalties at which a few of the choicest ore prop- 
erties of the Steel Corporation might have been re-leased in 1901 
would represent a fair average value of all leases in effect at that 
date. 

Very convincing evidence of this is found in the fact that desirable 
mines were leased at substantially the average royalties above shown 
for some time after the Steel Corporation was organized. A fair 
idea of the rates of royalty and bonus payments in new leases entered 
into during the period from 1900 to 1902 is given by the following 
table compiled from data furnished by Dwight E. Woodbridge, a 
mining engineer of Duluth, Minn., and an authority on Lake ore 
matters : 
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[Origlml data fumidiMl by Dwight E. Woodbrldge, 
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The highest royalty g^ven in the table is 39 cents per ton, and the 
next highest 38 cents (in which case there was a bonus of about 1 
cent per ton). On the other hand, there were several leases at 20 
cents per ton royalty, with only small bonus payments. The aver- 
age royalty for the 23 mines, it will be seen, was almost exactly 
25.3 cents; the average bonus was 3 cents. Nearly all these mines 
were on the Mesabi Range. The close agreement of this average 
royalty for new leases with the 1902 average computed by the Bureau 
for that range, as given on page 219, is striking. 

It should be noted that many of the mines listed in Table 20 were 
desirable properties, the ore showing a very high iron content, while 
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the percentage of phosphorus — the presence of which in any large 
quantity is undesirable — was frequently low. 

In addition to these leases reported by Mr. Woodbridge, mention 
should be made of the lease of the Chemung and Monroe properties 
in 1902, by the Shenango Furnace Company, both of which were 
taken at a royalty of oidy 25 cents per ton {aitliough later trans- 
ferred to the Steel Corporation on a substantially higher basis) , and 
the Shenango mine at a royalty of 20 cents per ton and a bonus of 
$500,000. In 1902 the Cliiirton Steel Company leased the Little- 
Prindle mine at a royalty of 35 cents per ton. The average of these 
figures is in line with the average for the list given in the table. 

On the old ranges the number of new mines opened after 1900 was 
comparatively small, but the rates of royalties on new leases in this 
district were substantially in harmony with the averages above given 
for those ranges. An exceptional instance occurred in the case of 
the Negaunee mine, which was leased at a bonus of $1,500,000 over 
and above a 30-cent royalty. This was a very valuable property on 
which a great deal of money had been spent in improvements, which 
undoubtedly explains in considerable measure the large bonus. It 
may be noted that the royalty itself, without the- bonus, was some- 
■ what less than the average royalties for old range mines, shown on 
page 219. 

An exceptionally high bonus was also paid by the National Steel 
Company in 18!)9 for the Cliapin mine, on the Menominee Range, in 
Michigan, this bonus amounting to no less than $5,000,000, of which 
$1,730,000 was paid in cash, the remaining $3,270,000 being paid 
by the assumption of outstanding indebtedness. The royalty, how- 
ever, was only 22^ cents per ton. This was considerably less than 
the going rates of royalty on the Menominee Range for so desirable a 
property as the Chapin mine, and undoubtedly explains in part the 
unusually high bonus. Again, this mine had been brought to a 
high state of development, and there can. be no doubt that a con- 
siderable part of the bonus represented the cost of improvements 
rather than the ore itself. The mine was an exceptionally large 
producer, with enormous quantities of ore in reserve. The lai^ 
bonus is partly explained by these considerations, but was also prob- 
ably due in part to the fact that the purchase was made at the very 
height of the steel trade boom of 1809. 

The preceding evidence, therefore, indicates that the average rate 
of royalty in the Lake Superior region in 1901 was not in excess of 
28 cents per ton, and that this figure may be considered as repre- 
senting a fair average for all leases in effect at that time. Table 20, 
alone, indeed, would indicate that an average of 28 cents was lai^ 
enough to cover bonus payments also so far as the Mesabi Range is 
concerned. However, an allowance for bonus payments is made 
later. (See p. 230.) .__ , 
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Of course, the value of ore has not remained constant, but has 
sJiown material appreciation. This appreciation, however, has un- 
questionably been due in considerable measure to the great concen- 
tration of ore properties which has taken place in the last t«n years. 
This need not be considered in this discussion, however, since the fact 
that owners of ore.property were ready in 1901 (and even in 1902) 
to lease mines freely for periods of from thirty to fifty years at an 
average royalty of not over 28 cents per ton warrants making calcu- 
lations of the " present value " in 1901 on that basis. 

Ratb of interest for discounting royalty. — The rate of interest 
at which the " present worth " of an ore deposit should be computed 
can be determined within reasonably narrow limits. Obviously the 
present value of a given ore deposit increases as the rate of interest 
decreases ; that is, if the ultimate value for a given ore deposit were 
discounted at the rate of G per cent, the indicated present worth of the 
deposit would be greater than if it were discounted at the rate of 8 or 
10 per cent. As already pointed out, the leasehold system to a very 
large extent eliminates the element of risk for the lessee, since if it 
should prove that the amount of ore in the deposit was less than he 
had anticipated, he would be compelled to pay royalty only on the 
tonnage actually secured (not less, however, than the annual mini- 
mum fixed by the lease). Conversely, if he were to buy the mine 
outright for cash, he would have to assume the risk of a failure to 
secure as large a tonnage as expected. It is true, of course, that the 
amount of the deposit might prove larger than was expected, and this 
has frequently been the case in transfers of mining property in the 
Lake region. However, the risk as to the amount of deposit, and 
various other risks as well, exist and are, of course, bom© by the lessor 
(except as to improvements and similar expenditures which may be 
made by the lessee). 

Therefore, it is reasonable to assume that a steel concern having the 
alternative of purchasing a mining property in fee, as against leasing 
it at a fixed royalty for a long period of time, with a low " minimum," 
would be disposed to figure the present worth of the deposit in fee 
on a very conservative scale, or, in other words, in so far as the pur- 
chaser calculated this fee value on a discount basis, he would be in- 
clined to use a much higher rate of interest than the going rate for 
conservative investments of a stable character. If the risks attach- 
ing to the purchase of iron-ore properties were negligible, a purchaser 
might discount the value by using the rate of interest obtainable on 
safe investments. But since there obviously is a considerable risk in . 
the ore mining business, he would use a higher rate, and probably a 
considerably higher rate. The Bureau has computed the indicated 
present worth on the basis of several different rates of interest. (See 
p. 226.) Ag shown later, it has given chief weight to the results 
obtained with an interest rate of 6 per cent. In acceptiug such a nit^tj 
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there can be no doubt that the Bureau arrives at results which do 
not underestimate the value of the ore. 

It may, in fact, be objected that the Bureau has been too liberal 
in this respect, and that it should have used a higher rate of interest. 
Indeed, some experts on ore values are inclined to use as high a rat« 
as 10 per cent. However, in dealing with a deposit of as much as 
700,000,000 tons, a portion of the speculative ri^ which is incurred 
in the case of purchases of individual mines is undoubtedly elimi- 
nated, so that there is good reason for not using so high a rate. 
Moreover, as shown later, the difference betweoi the total value of a 
deposit of 700,000,000 tons obtained by using, say, 8 per cent, as 
against 6 per cent, is not large enough to be of special importance in 
this discussion. (See Table 21, p. 226.) 

Duration op the DEPoarr. — The fourth factor, namely, the rate 
of exhaustion of a deposit, has a direct bearing upon the total value. 
A rapid rate of production tends to increase the " present worth." 
Conversely, the longer the ore remains in the ground, earning noth- 
ing and subject to taxation, the smaller the immediate value or pres- 
ent worth of the deposit will be at a given rate of royalty. 

The rate of production must be estimated. On page 225 it is shown 
that the yearly output of the Steel Corporation in the Lake region 
has in the past ten years risen from about 13,000,000 tons to over 
23,000,000 tons. If an extremely scientific estimate .of the value of 
the Steel Corporation's ore property by this method were to be 
undertaken, it would be necessary to make an estimate of the prob- 
able rate of production from year to year during the estimated life 
of the deposit. Scientific estimates of the probable exhaustion of 
ore reserves based upon experience invariably follow the rule that 
the rate of production of a given deposit can not constantly increase 
throughout the entire period of production, but that after increasing 
for a period will tend to diminish; moreover, the decrease probably 
will be at a more rapid rate than the increase. This is partly be- 
cause the develc^ment of a great mining property necessarily re- 
quires time, while the demand itself is a matter generally of gradual 
growth. At first the rate of production tends to increase only 
dowly. After development has reached an advanced stage, the 
rate of production increases very rapidly. As the maximum stage 
is reached the rate tends to remain fairly constant for a time. As 
the deposit becomes exhausted, however, the annual capacity of the 
mines to produce declines, while the cost of production ordinarily 
increases, so that a rapid reduction in the rate of output normally 
occurs. 

In this estimate of the value of this ore property, however, it is 
not necessary to go into such refinements or to attempt to det«rmine 
the " probable curve of productifm." With tJie tonnage under con- 
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sideration,' the difference between the result obtained by assuming 
a constant rate of output and that c^taiued by assuming a varying 
rate apportioned according fo scientific calculations would not be 
important. Thus, as shown in a note at the end of this chapter,- the 
yalue indicated by assuming that a deposit of 700,000,000 tons of fee 
ore, to be exhausted during a period of thirty-five years, at a uniform 
aoQual rate of production, with a royalty of 28 cents and interest 
at 6 per cent, is about the same as the value indicated by assuming a 
varying rate of production (the other factors remaining the same) 
in substantial accordance with scientific methods. 

The production of the United States Steel Corporation from its 
Lake Superior mines has be«i as follows, the figures being for cal- 
endar years. 
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• Inctudea productfoD of coiutltueiit companiea lor period Juiiury 1 to March 31. 

The average production for the first five years shown in the above 
table was approximately 14,700,000 tons. For the five-year period 
ended with 1910 it was at the rate of about 20,600,000 tons. (It may 
be noted that each period included a year of marked depression in 
the iron and steel industry.) It is reasonably safe to assume an in- 
crea^ng rate of production for many years. 

Using as a basis the known production of the past ten years, 
aggregating approximately 176,000,000 tons, or just about one-fourth 
of the total deposit under consideration, it must be conceded that the 
remainder will not be exhausted during another ten-year period. It 
seems altogether unlikely that it will be exhausted within the next 
twenty years ; that is, during a period of thirty years f i^m the forma- 
tion of the Steel Corporation. Indeed, it is entirely possible that the 
original deposit, even if no additions had been made thereto, would 
not be exhausted within a period of thirty-five years frwn the time 
the Steel Corporation was oi^nized. 

Of course, since 1901 the Steel Corporation has purchased a great 
deal of additional ore property, and it is a fair question whether 
the production of the Corporation would have been as large as it has 
been if scane of these further acquisitions had not been made. This, 
however, would mean that the life of the deposit under discussion 
would be extended, which in turn would result in reducing the aggre- 
gate value of the deposit in 1901, since, as already shown, the less 
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rapidly the ore is exhausted, assuming a constant rate of royalty, 
the smaller the present value of the deposit as a whole. Therefore, 
in so far as the use of the known production of recent years may 
affect the calculaticm here made, this is in the direction of increasing 
valuations for the ore property rather than decreasing them. 

Indicated valtjationb. — In view of the obvious impossibility of 
fixing this time factor with certainty, computations have been made, 
assuming different exhaustion periods ranging from twenty-five to 
thirty-five years. The valuations indicated by these different fac- 
tors of computation are given in the following table. The average 
present worth of a dollar for a given period at a given rat© of 
interest is first ascertained, and then applied to the rate of royalty, 
28 cents. The estimated tonnage of 700,000,000 tons is then multi- 
plied by this resultant figure in order to get the total valuation. The 
aggregate present worth of one dollar due on the first of each year 
for a period of thirty years, discounted at the rate of 6 per cent, is 
$14.591 ; the average present worth of one dollar for this thirty- 
year period is, therefore, one-thirtieth of this amount, or, 48.637 
cents. The present worth of 28 cents (the average rate of royalty), 
therefore, for the same period and at the same rate of interest, would 
be 28 per cent of 48.637 cents, or 13.6184 cents. This, in other words, 
would be the indicated present worth of each ton of ore in the ground 
if owrted in fee, assuming the exhaustion period to be thirty years.' 
Multiplying this by 700,000,000 tons gives a total of $95,329,000 as 
the value of the entire deposit in 1901 if owned in fee. 

This calculation, it may be noted, assumes that the royalty is paid 
at the beginning of each year; as a matter of fact royalty payments 
are usually made quarterly. This consideration, however, would not 
affect the computations here made to an appreciable extent. 

Table 21.— INDICATED PRESENT WORTH OF AN IRON ORE BODY OF 700,OOtt,COO TONS, AT 
A ROYALTY OF 28 CENTS PER TON, WITH VARYING RATES OF INTEREST AND 
PRODUCTION. 
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1 It is wortb notijjg tliat this method ol computation may be followed Bven though tha Steel Corporation 
later added greatly to Its ore reserves, so long as It is assumed that the origmal ore body would last tbiny 
ynais, whether used separately or In conjunction with subsequent porehasea. It it be assumed tliat the 
original ore body would last longer than this, the aggrt^ta Tslue would be lessened. On the other hand. 
It It be assumed that this ore body would be eihausled within a shorter period, the value would be increased. 
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It should be kept constantly in mind that these calculations do 
not indicate the value of the leases of the Steel Corporation, but 
instead they indicate the value of the ore in the ground if owned 
in fee. 

These calculations show that a royalty of 28 cents, discounted at 
the rate of 6 per cent, on a deposit of 700,000,000 tons of ore, to be 
exhausted during a thirty-five year period at a unifOTm rate of pro- 
duction, indicates a present worth at the beginning of the period of 
$86,064,000, Baaing the calculations on an exhaustion period of 
thirty years, the indicated value is $95,329,000, and on a period of 
twenty-five years $106,236,000. 

If the present worth of this ore body be discounted at the rate of 
5 per cent instead of at the rate of 6 per cent, the resulting valuations 
would be somewhat higher, ranging from roughly $96,300,000 in the 
case of a thirty-five year period to $116,000,000 for a twenty-five year 
period. 

Discounting the value at the rate of 7 per cent, the total indicated 
valuation, assviming the exhaustion period to be thirty years, is 
$86,749,600; and using an 8 per cent rate the total is $79,434,600. 

A noteworthy feature of these computations is that, broadly speak- 
ing, the results obtained by using rather widely varying factors are 
not strikingly far apart. Thus the extreme range in the valuations 
obtained by using the four different rates of interest given in Table 
21 and the three different exhaustion periods shown was from 
$70,487,200 to $116,020,000. By using only an exhaustion period of 
thirty years the range in the final results obtained by using the four 
different rates of interest is from $79,434,600 to $105,454,000. 

It will be seen, therefore, that in such calculations of present worth 
ojnsiderable differences in the original factors in the problem would 
exert only a comparatively small influence on the final result. This 
fairly close agreement of the results obtained by different computa- 
tions therefore indicates that a result arrived at with any reasonable 
factors must be somewhere near the mark. It will be noted that the 
highest figure reached in the computations given in Table 21 is only 
a modest fraction of the $700,000,000 valuation claimed by the 
Steel Corporation in 1902. 

The Bureau is of the opinion that the result obtained by using 
an exhaustion period of thirty years and a discount rate of C per cent, 
while liberal to the ore property, is on the whole reasonable.^ This 
gives a total value of $95,329,000 or 13.6 cents per ton. This is just 
about halfway between the extreme figures given in Table 21. The 

1 It HhoDld be understood, of course, that this stitement does not meaa that the total 
reflerves of the Steel Corporatloo la the Late Superior ceeiou will be Mhauated duriog 
such period, since, as above pointed out, the total tonnage has been greatly lncrea>ed since 
1901 by important acquisitions. 

I- -,C.OO;!lc 
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Bureau has not selected this result for this reason, however, but be- 
cause the factors used in arriving at it seemed on the whole the most 
probable. 

Even if it were assumed that the total tonnage of the Steel Corpo- 
ration in 1901 was as much as 1,000,000.000 tons, comparatively little 
would be added to the total value of the deposit if the same annual 
rate of producticm were used, since this would mean that the addi- 
tional tonnage would be extracted only at a distant date. For in- 
stance, the estimate of $86,064,000 based on a thirty-five year exhaus- 
tion period for a deposit of 700,000,000 tons (with interest at 6 per 
cent) is at the rate of 20,000,000 tons per year. At this rate a deposit 
of 1,000,000,000 tons would last fifty years. The present value of such 
a deposit, exhamted at an annual rate of 20,000,000 tons over a pe- 
riod of fifty years, at the rates of royalty and interest above used, 
would, however, be $93,564,000, or an increase of only $7,500,000. In 
other words, in this case an addition of over 40 per cent to the as- 
sumed tonnage results is an addition of less than 9 per c^it to the 
indicated total value. Of course, if a higher rate of production were 
used, the aggregate value would show a greater increase. 

The obvious reason, from a financial standpoint, for the lower 
present value of ore reserves not to be used until a remote period in 
the future, as compared with those to be used at an early date, is 
that during the entire period of nonuse the owner is realizing nothing 
from his investment in the projwrty, while, on the other hand, he is 
bearing certain carrying charges, such as taites. 

Since, as repeatedly pointed out, only a portion of the ore prop- 
erty of the St«el Corporation was owned in fee in 1901, this average 
value of 13.6 cents per ton should not be applied to the total ore body 
of 700,000,000 tons. As shown on page 206, it has been assumed that 
in 1901 one-half of the estimated tonnage, or 350,000,000 tons, was 
owned in fee. At an average valuation of 13.6 cents per ton, the total 
value of this portion of the Corporation's ore reserve would be ap- 
proximately $47,600,000.' While it is probable that this valuation is 
quite sufficient to cover the fee ore, the Bureau has made a substan- 
tial addition to it for possible bonus values, as explained in the next 
section. 

■Tbe qneetton might be raised as to tbe possibility ot estEmatlDg tbe value of the tee 
property ol the Steel Corporation to this majiner Beparatelj from the leaaeholdB, namely, 
(be asBumed 350,000,000 tons at fee ore. This would introduce a number of complica- 
tions and difficulties without corresponding adFantages. In any case such an estimate 
would tend to reduce the Talue of the fee ore for the following reasons : The Steel Cor- 
poration at present naturally produces the great bulk of Its ore from Its leaseholds, as 
there Is generally a time limit In the leasehold contract. Hence, a greater part of tbe fee 
ore would be left to be extracted at a distant date than of the leasehold ore. This would 
tend to reduce the Indicated value of the fee ore, without resulting In any iQcreBse In the 
value of leasehold ore which is determined on a different basis. 
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Seetiou 13. Estimated valne of ore leaset of the Steel Corpontioii in 1901. 

It is now necessary to estimate the value of the leaseholds of the 
Steel Corporation in 1901 as distinct from the value of the ore held 
' in fee. 

The value of the leasee — ^that' is, of the privilege of mining ore at 
stipulated royalties — may be considered as measured approximately 
by the bonus payments which such leases would command if trans- 
ferred. Generally speaking, the bonus is the amount paid for the 
purchase of a leasehold, with its improvements, if any. As already 
shown, the actual average bonus payments on 23 mines leased during 
the period 1900-1902, as reported to the Bureau by Dwight E, "Wood- 
bridge, a mining engineer of Duluth, were almost exactly 3 cents per 
ton. This may seem small. One reason why such bonuses have not 
been larger may be that it has been the policy of the State of Minne- 
sota to lease State ore lands at a uniform royalty of 25 cents per ton. 
While this has not prevented the exceptionally valuable ore proper- 
ties from commanding decidedly higher royalties, obviously the fact 
that desirable unimproved properties could be obtained from the 
State at royalties of 25 cents per ton had a very important bearing 
upon the transfer values of leaseholds generally. 

While, as already shown, many leases were taken out in 1899 and 
1900, and even later, at royalties of about 25 cents per ton, it is prob- 
ably true that in some of these instances the ore was of lower grade 
than that covered by leases made earlier at the same rate of royalty ; 
however, much of the ore covered by the new leases was of superior 
grade. In other words, while leases were still being made in 1901 
at about 25 cents per ton, it is probable that earlier leases taken out 
on especially desirable mines at the same rate of royalty could have 
been transferred in 1901 at a considerable advance in the royalty or 
at a rather high bonus. Comparatively few such leases, however, 
were on the market. On the other -hand, as previously pointed out, 
many leases previously acquired by the Steel Corporation were un- 
doubtedly worth much less in 1901 than they were when originally 
made. Thus, some of the mines covered by such leases had been 
worked for years at high rates of production, and were rapidly be- 
coming exhausted, so that the cost of operation was increasing while 
the annual output was decreasing. Both of these considerations 
tended, of course, to reduce the value of such leases. 

It must be clear that the value of the leaseholds acquired by the 
Steel Corporation in 1901, when reduced to a per ton basis, was cer- 
tainly less than the average per ton value of the ore owned in fee, 
because ore in the ground subject to a royalty clearly is worth less 
than the same ore free of any such charge. Both the fee and the 
leasehold properties of the Steel Corporation included very valuable 
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mines, and there is no good reason to assume that the average quality 
of the ore held in fee was substantially different from that acquired 
under lease. 

While it is entirely possible that the average bonus of 3 cents per • 
ton, shown in Table 20, would be representative of the average trans- 
fer value of the Steel Corporation's leaseholds per ton of ore, the 
Bureau, in order to fix upon a figure which can not be challenged on 
the ground of undervaluation, has allowed double this figure, or 6 
cents per ton. This average of 6 cents, applied to the assumed lease- 
hold tonnage of 350,000,000 tons, gives a total of $21,000,000 for the 
transfer value of such leaseholds. 

In computing the value of the fee ore in the preceding section, the 
royalty was taken at 28 cents, without any allowance for bonus. 
While, as stated, the resulting valuation of 13.6 cents per ton seems 
high in view of all other evidence, nevertheless, since it might be 
argued that had the fee ore of the Corporation been on the market 
in 1901 it would have commanded a bonus over the 28-cent royalty, 
the Bureau has also made here an addition of 6 cents per ton, or 
$21,000,000, to the value of the fee ore as above computed, this 
increase being equivalent to the average value of bonuses applied to 
leased ore. It is almost certain that this valuation for the fee ore 
is excessive. It gives the fee ore a value of 19.6 cents per ton, 
whereas the maximum price paid for such ore as late as 1909, accord- 
ing to competent authorities (see p. 208), was reported at 15 cents 
per ton, 

iHracATED TOTAL VALUATION BY DISCOUNT METHOD. — The total indi- 
cated valuation of the Steel Corporation's interest in the entire 
deposit of 700,000,000 tons by this discount or " present-worth " 
method, therefore, amounts to $89,600,000, as follows: 

1. $47,600,000, for the value of the fee ore based upon the average 
going royalty in 1901, without any allowance for bonus. 

2. $21,000,000, to cover the possible bonus value of such fee ore over 
and above the preceding valuation, had it been available for lease in 
that year. 

3. $21,000,000, for the transfer or bonus value of the leaseholds 
themselves. 

While no specific amount has been allotted in this estimate of 
$89,000,000 for improvements to mining property, the bonus addi- 
tions, aggregating for the fee and leased ore together no less than 
$42,000,000, undoubtedly include a very substantial and possibly an 
excessive allowance for such improvements. The actual book value 
of the improvements to the Steel Corporation's mining property in 
1901, it will be recalled, was about $9,000,000. To add this sum to 
the preceding total of $89,600,000 would undoubtedly result in dupli- 
cation. 
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It should be repeated that these estimates based on present-worth 
calculations are probably liberal for several reasons. In the first 
place, as shown on page 223, the purchaser of an ore body in fee prob- 
ably would be disposed to discount its present worth at a high rate 
of interest, thus correspondingly reducing the price which he would 
pay. The Bureau probably would have been justified in using a 
higher rat* than 6 per cent in its calculation. 

Again, these computations are liberal, because it is almost certain 
that less than one-half the total tonnage of the Steel Corporation was 
owned in fee. Since the per-ton value of the fee ore is greater than 
the per-ton value of ore covered by leaseholds, a reduction in the 
Bureau's estimate of the tonnage owned in fee would involve also a 
reduction in the total estimated value of the deposit. 

Still again, it may be repeated that a delegation of mining inter- 
ests from the Mesabi region of Minnesota declared as late as 1909 
that the highest price that they had been able to ascertain after in- 
quiry to have been paid for fee ore was 15 cents per ton, whereas 
this calculation based on the discounting of royalties and allowing a 
bonus in addition resulted in a considerably higher figure. 

Section 14. Summary of valnatioiu of Steel Corporation's ore property in 
1901. 

While the indicated values of the Steel Corporation's ore property 
in 1901, arrived at by these different methods, show home variation, 
broadly speaking they work out in substantial harmony, especially 
when all circumstances are taken into consideration. 

In section 10 it was shown that the known prices paid for ore in fee 
in 1899 and 1900 indicated that an average estimate of 15 cents per ton 
would undoubtedly be excessive and that an average of, say, 10 cents 
per ton would be sufficiently liberal. On this basis, the indicated total 
value of the entire deposit of 700,000,000 tons, had it all been owned 
in fee, would have been $70,000,000, or, allowing $9,000,000 for im- 
provements, a total of $79,000,000. However, the estimate on this 
basis is ruled out of consideration because fully one-half the total was 
simply leased.' 

' It wlU be recaUed tbst io dlscusalag tbe value of fee ore In section 10 no deduction 
was made at tbe time to allow for the fact that a large part of the ore was slmpl}- leased 
Instead of belDg owned in tee, aa the qaestloa of leasehold valuea had not been dlscusaed 
»t that point. Applying the average value of 10 cents per ton to the one-hall of the ore 
propertj which is here assumed to have been beld In fee, would give a value of t^SS.OOO.OOO 
tor that portion. Adding 6 cents per ton for tbe TemalDlng half of the property assamed 
to have been held uudcc lease would give, as above, a value of 121,000,000 tor these ieaae- 
holds. To this may be added 19,000.000 to cover improvements (although this results in 
some duplication in the case of the leasehold property, at least). On this hasis, the total 
value of tbe property as calculated by the first method would be oni; |6S.OOO,000 ; in this 
calculation no addition need be made for the fee ore on account of bonus payments, since 
the value of the tee ore Is calculated on tbe basis of a lee price. 

Moreover, it may be noted that even had the .350.000,000 tons of ore assumed to have 
been owned in fee been valued at 15 cents per ton the total value of the entire deposit, on 
the above basis, would bave been only (82,500,000. 
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The estimate based upon the purchase of the Lake Superior Con- 
sohdated Iron Mines indicates an aggregate cost of anywhere from 
$70,000,000 to $94,000,000, had all of the ore property of the Steel 
Corporation been acquired on the same basis as the reserves of this 
concern; these fibres include improyranents as well as the ore itself. 

The indicated valuation arrived at by calculations of present worth 
of royalties is somewhat higher. Using factors in the computation 
whi<^ are distinctly liberal, the indicated total value, including im- 
provements, ranges around $90,000,000. 

Altogrther, therefore, there is good reason to consider an estimate 
of $50,000,000 for the value of the ore property of the Steel Corpo- 
ration in 1901, including improvements, as not only reasonable, but 
liberal. However, in view of the obvious impos^bility of arriving 
at absolutely correct results, the Bureau has arbitrarily increased its 
valuation of this ore property to the round sum of $100,000,000. 

It might, indeed, be (Objected by some that the Bureau has been 
unduly liberal to the Corporation in this valuation of the ore prop- 
erty. In view of the various uncertainties in the problem, the Bureau 
has deemed it better to err on the side of liberality rather than other- 
wise. 

This total of $100,000,000, it should be repeated, is the indicated 
market value of the ore property of the Steel Corporation — including 
fee ore, leases, and improvements — in April, 1901. The Corpora- 
tion presumably would take the position that the mai^et valuation 
then current was not Uie proper basis for capitalization. This ques- 
tion is not at issue at the moment. All that it is desired to show 
here is the approximate value of the tangible assets of the Corpora- 
tion at the time of its organization and to compare this valuation with 
the capitalization of the company, without taking up in this con- 
nection the question whether the capitalization ^ould have been 
restricted to the total of such tangible values. 

Section 16. Comparison of Corporation's valuation of its ore with assessed 
valoations for all companies for taxation purposes. 

It is interesting at this point to contrast the Steel Corporation's 
1902 estimate of the value of its ore properties ($700,000,000) with the 
assessed valuation of iron-mining properties for taxation purposes. 
The Bureau does not, of course, contend that such tax valuations are 
a fair indication of true valuations, since such property at that period 
was seldom meant to be taxed at anything like the full value. But 
at least it is interesting to contrast the valuation claimed by the 
Corporation in defense of its immwise capitalization with the valua- 
tions upon which taxes were paid. 

Exact figures of tax assessments for the Steel Corporation alone 
are not available. It is sufficient to show that the valuation claimed 
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by the Steei Corporation's officials in 1902 for the ore of that company 
was nearly 13 times the total assessed valuation of all iron-mining 
properties in Minnesota and Michigan (the only States in which the 
United States Steel Corporation then had ore holdings of any con- 
sequence). The assessed valuations of iron-mining properties in 
these two States for a series of years were as follows: 



T«u-. 


Michiem, 


UUmesote. 


Total. 


y«r. 


Hlohlgui. 


UlDiMuta. 


Tow. 


1901 

IMS 


lza,79l.fl7S 
24,107,593 
Z3,7«,48a 


110,409.947 
29,974,470 
29,867,084 


133,201,925 
54,142,003 
53,807,550 


1904 

1905 

1908 


m,413,904 141,903,778 
22,072,513 42,294,003 
22.807,164 89,851,846 


•84,MB.«ga 

84,3«,5U 
92,468,999 


'iDcladesp 
Qf 1700/100,000 


enonalprop 


etty, which 


l*Mumabl; wu not Included In the CocpoTBtlon'B 1909 tMlmtta 



It will be seen, therefore, that the assessed valuation of all iron- 
mining companies in Minnesota and Michigan in 1901 was about 
$33,000,000, and in 1902 about $54,000,000. Since the holdings of 
the United States Steel Corporation in 1902 probably did not greatly 
exceed one-half the total for these States, the enormous difference 
between the value placed by the Corporation on its ore property in 
defending its huge capitalization and the figure at which that prop- 
erty was assessed is at once apparent. 

These assessed valuations, as just stated, are not presented here as 
indicating, even approximately, the true values of this ore property. 
Aside from the fact that mining property in Michigan appears at 
that time to have been assessed at only about 60 per cent of the true 
value and that in Minnesota at only about 40 per cent, the methods 
of valuation in the latter State prior to 1906 were extremely arbi- 
trary, and there can be little doubt that the assessments arrived at 
were much too low. But at least the fact that the Steel Corporation 
in 1902, in defending its huge capitalization, placed a valuation of 
$700,000,000 on its ore property, whereas the total assessed valuation 
of all ore mines in the two States mentioned was only $54,000,000, 
may fairly be cited in this connection as further evidence of the un- 
reliability of the estimate made by the Corporation. 

In 1907 the Minnesota Tax Commission undertook an elaborate 
classification of the ore properties of the State, with the result that 
in recent years the assessed valuation of iron-mining property in Min- 
nesota has been greatly increased. Thus, the assessed valuation in 
1910 was in excess of $220,000,000. 
4525"— 11 17 
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Section 16. Total indicated value of tan^ble property of Steel Corpora- 
tiou in April, 1901. 
Having thus determined upon an approximate valuation of the ore 
property of the Steel Corporation at its organization in 1901, a grand 
total of ail the tangible property of the Corporation may be arrived 
at by combining this with the valuations for the other classes of 
property, as given on page 202, This grand total is presented in 
the following table. The valuations of the Steel Corporation in 1902, 
as submitted in the Hodge suit and already given in Table 16, are 
repeated for purposes of comparison. 

TULE 23.— VALUE OF TANGIBLE ASSETS ACQUIRED BY STEEL COBPORATION IN 1901, 
A8 COMPUTED BY BUREAU, COUPARED WITH ESTIUATE OF CORPORATION SUB- 
MITTED IN THE HODGE SUIT IN JULY, 1909. 



Class of property. 



Corporation's 
glble values In 



On proparty 

UauulBcturlog plants, Includine blast [umaces.. 

Hall^)ad| staamship, and dock property 

Cost and coke property 

Naturatgaa property 

Limestone propertios ............... 

Cash and cash assRts 



tlOO,COO.OOO 
290,000,000 
91,500,000 



1700,000,000 
348,000,000 
'120,340,000 



I A port of the dlfferencss between the two estfmales la accounted for by additlona made to property 
during tbe Interval from April 1, 1901, to July 1, 1902, such Bddltktna, of course, beiog included In the Cor- 
potation's flguras. 

> Tbis ^ure Includes 140,340,000 of Indebtednese wbich was not Included Id the eatimale of the Coipo- 
ratlDD, tbia addition being made in order to render the eetlmatee cranpai:able. 

■ Id anivlng at this figure purcha3e.moner obligations and tes^estate mortgages of 116,399,000, which 
were deducted by the Corporation, were restored by tbe Bureau to make the amounts oomparable. 

The Bureau, therefore, as a result of its analysis of investment by 
departments of the business, finds the value of the tangible assets of 
the Steel Corporation in April, 1901 — calculated on a liberal basis 
throughout— to be approximately $682,000,000. Of this, $100,000,000 
represented the ore property, $250,000,000 the manufacturing plants 
and real estate, $91,500,000 the transportation property, $80,000,000 
the coal and coke property, $20,000,000 the natural-gas property, 
$4,000,000 the limestone property, and the remainder, $136,500,000, 
the net current assets. 

This total, it will be seen, is less than one-half the total as estimated 
by the Corporation in July, 1902. The excess of the Corporation's 
figures (after including bonded indebtedness of transportation com- 
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panies and sundry mortgages and purchase-money obligations to 
make the two estimates comparable) is $775,000,000. A small part 
of the difference is due to additions to the investment up to July, 
1902. However, the great bulk of the difference between the two val- 
uations is found in the item of iron ore, on which the Corporation in 
1902 placed a value seven times the value in 1901 as determined by 
the Bureau. 

As repeatedly pointed out, the Corporation's estimate was prepared 
when it was on the defensive in an important lawsuit, and further- 
more was prepared for the obvious purpose of justifying its huge 
capitalization. In view of all the evidence presented in this chapter, 
it is apparent that the Corporation's estimate of its ore property is 
entitled to practically no consideration. The valuation of the Bu- 
reau, on the other hand, has been reached after careful analysis by 
several different methods, and is entitled to great weight. Moreover, 
it must be regarded as a rather liberal expression of the value of the 
ore property in 1901. 

It will be noted that the above total of $682,000,000 for all of the 
tangible assets does not include any specific allowance for good will 
or other intangible considerations. It may be that some of the valua- 
tions above given are sufficiently liberal to include a small allowance 
for intangible considerations. It is probable, however, that the aggre- 
gate of any such amounts is comparatively unimportant 

As a matter of fact, as previously pointed out, the element of good 
will in the steel industry appears to be much less important than in 
industries where brand values and trade-marks are important factors. 
Thus, pig iron of a certain manufacturer does not ordinarily com- 
mand any special premium over pig iron of the same general descrip- 
tion produced by another maker. The same would be substantially 
true of crude steel and of most of the steel products made by the 
Steel Corporation. In the case of the Carnegie Company, the splendid 
organization and high efficiency of the working force undoubtedly 
gave the business a value in excess of the $160,000,000 of tangible 
assets credited to it by the Bureau at its organization in March, 1900. 
However, much of this, instead of being good will which could be 
permanently transferred, was nothing more than the efficiency of the 
personnel of the staff, which, in the absence of long-term contracts 
with the United States Steel Corporation, could not be regarded as 
at all a permanent or certain addition to its intangible assets. Indeed, 
subsequent history shows rather frequent withdrawals of the old Car- 
negie Steel interests from the United States Steel Corporation. There- 
fore, while the services of these individuals imparted to the business 
of the Carnegie concern a high degree of earning power as distinct 
from the value of its tangible assets, this was a consideration which 
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could not properly have been capitalized, at least at any considerable 
figure, by the Steel Corporation. 

It may be repeated that the Bureau's figures do not allow for any 
additional value which may have been imparted to these properties 
by the mere act of consolidation, A large part of any such addition 
is properly excluded from consideration, as it must have been due in 
a measure to concentration of ownership and control or the restric- 
tion of competition. While the merger of such properties, particu- 
larly on account of greater integration, might have imparted a con- 
siderable value to them as going concerns over and above the aggre- 
gate of the valuations prior to consolidation, it is impossible to sep- 
arate any such increase in value, due to coordination and integration, 
from the increase due to the elimination of competition, and therefore 
no quantitative statement of such additional value has been att^npted 
by the Bureau. This matter of merger value is discussed at more 
length elsewhere. (See pp. 325-327.) 



It will be recalled that In discounting tbe value of royalties on leased ore, on 
pages 224-225, it was pointed out that if a strictly sclentiflc method w&te to be 
followed. It would be neceasiiry fo plot the probable " cur\-e of production" 
yearly, histeud of aetumiug a uniform annual rate of production, as was done 
In tlie computations aummai'ized in Table 21, on page 226. As there pointed 
out. In the early stiiges of the development of a large ore deposit tlie production 
tends to iucreaee very slowly until the mine is fairly opened eo that large-scale 
operations are possible. When this occurs there should be a very rapid Increase 
in the production for a time. As the maximum production is reached, the rate 
tends to remain constout for a time. As the difficulties of mining increase, how- 
ever, owing to the necessity of going to greater depths aud owing to Increased 
costs, this rapid rate of production is checked and in the final stages of the 
development of the mine — tliat is, when the remainder of the deposit Is rapidly 
becoming exhausted — the annual production ordinarily should show an abrupt 
decrease. 

While, as already stated, a strictly tcientiflc calculation of the probable curve 
of production would Involve great pains, the allotment given in Table 24 Is 
sufficiently in accord with scientific methods to serve the purposes of this 
discussion. 
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Table 24.~1NDIGATED " PRESENT WORTH " OF THE FEE OF AN IRONORE DE- 

posrr OP 700,000,000 tons, obtained by discounting a royalty OF 28 

CENTS PER TON AT PER CENT OVER A PERIOD OF THIRTY-FIVE YEAES. 
BASED ON A VARIABLE RATE OF PRODUCTION. 



output. 



In this table the early stages at production are not shown, since In the first 
year gjven the production of the SteeJ Corporation (based partly on acquisitions 
of ore property subsequent to its organization) had already reached 13,000,000 
tons. The total production for each of the flrat two flve-year periods as here 
Klven is very close to the actual production ol the Steel Corporation for those 
periods. The actual yearly figures of production from 1901 to 1910, however, 
show very marked fluctuations, particularly on account of & heavy falling off 
in output in 1901 and 1908. Such uxceptlonal movements are not taken a 
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of In this table, slace It would obvioualy be Impossible to attempt to so fore- 
cast years of depresBlon throughout tlie entire period. 

In assuming tbe production for the first ten-year period at a total almost as 
large as tliat actually recorded by the Steel Corporation, the Bureau has been 
very liberal to this assumed original ore deposit of 700,000,000 tons, because, aa 
already pointed out, the aggregate value of such a deposit Increases witli a high 
rate of exhaustion; that is to say, as the table clearly shows, a million tons of 
ore production in the first year is worth very much more than a million tons' 
production In the last year of the period. 

While, therefore, it should be clearly understood that the Bureau is not assum- 
ing to predict what the actual yearly production would be from the assumed 
deposit of 700,000,000 tons, this table gives an idea of the principles involved in 
a scientific calculation of the probable duration of a given ore deposit. 
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CHAPTER IV. 

STTUHABT OF ETISEHCE OF EXCESSIVE ISSTTE OF SECTTBITIES 
BY nNITES STATES STEEL CORFOBAIIOlT m 1901. 

Section 1. Comparison of Bureau's valuations witli total ontBtandlnp 
capitalization. 
The Bureau's estimates of the value of the investment of the 
United States Steel Corporation at -its organization in April, 1901, 
arrived at by the three different methods employed— that is, by 
analysis of the assets of the constituent concerns, by the use of market 
quotations of securities of those concerns, and by departments of the 
business of the Corporation itself — may now be summarized and 
compared with the capitalization of the Corporation at that time. 
Such a comparison is given in the following table : 



Total capltaJiiatloi] In Apr., JMl, locludlne underlflng boDds and pur- 
chase-money obtiKations 111,402,846,817 

InveBUnent in tangible property alone, indicated by liisiorlcal analysis. . . e!«,OXI,im 

Value at all property, tangible and intangible, as inillcated by market 
pricesorsoouritlesofconatltuentconoerDs 793,000,000 

Value o[ tangible property as estimated by departments cI the business.. . 682,000,000 



1 EieludlDg 1515,407 unacquired stock In constituent concerns (or whlcb no conespoading 
was made in the first and third estimates. 

The Bureau's two valuations of the tangible property alone agree 
very closely, although to a very considerable extent they were arrived 
at independently of one another. The valuation based on market 
prices of the securities of the constituent concerns naturally is higher 
than the other two, since it includes intangible considerations as well. 

It will be seen at once that the capitalization of the Steel Corpora- 
tion in 1901 greatly exceeded the value of the property acquired as 
indicated by any one of the three methods employed. By the first 
method, that of historical analysis of the organization of the con- 
stituent concerns, the excess of capitalization over tangible assets was, 

.^, Jc 
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roughly, $727,000,000. By the third method, which also considers 
tangible Bssets only, the exc#ss is $721,000,000. Even on the basis of 
the second method, which, as repeatedly pointed out, is the public's 
estimate, through the stock market, of the value of the companies as 
going concerns and which therefore includes intangible as well as 
tangible assets, the excess is nearly $610,000,000. 

Owing to the difficulty, and, indeed, to the practical impossibility, 
of arriving at a valuation of the intangible assets of the Corporation 
which would not be influenced by the element of combination (see 
p. 326) , the Bureau has confined its study of the investment to tangi- 
ble property. For this purpose it has accepted the valuation of 
$682,000,000 arrived at by the third method, in the manner already 
described in the preceding chapter. While, of course, absolute preci- 
sion can not be claimed for this figure, it was reached only after very 
exhaustive analysis; moreover, in every case the Corporation was 
given the benefit of reasonable doubt, so that this result must be 
regarded as distinctly a liberal valuation of the tangible property of 
the Corporation in 1901. On this basis, no less than $720,846,000 of 
the total capitalization of the Corporation was unprotected by tangi- 
ble property values; that is to say, the entire issue of, roughly, 
$508,000,000 of common stock and over $212,000,000 of the preferred 
stock had no tangible property back of it at the organization of the 
Corporation in 1901. 

In this connection it may be noted that in testimony before the 
Ways and Means Cranmittee, in 1908, E. H. Gary, chairman of the 
Steel Corporation, was questioned with respect to a valuation of 
$1,782,187,383 for the properties of the Steel Corporation at the close 
of 1907. An excerpt from his testimony before that committee 
follows : 

Mr. CocKHAN. Of this whole sum of $1,782,000,000, was not 
$1,000,000,000, at least, capitalized profits as distinguished from 
, original investment? 

Mr, Gaby. I should have to guess at that; but I should guess 
yes, including increases in value. 

While an offhand answer to such an important question should not 
be given too much weight, the resulting valuation of, say, $782,- 
000,000 for the properties at the time the Steel Corporation was 
formed is surprisingly in line with the valuation of the Bureau 
already given. 

The Bureau does not for the purposes of the present discussion take 
up the question whether the Steel Corporation should have issued 
securities up to only the value of the tangible property, as here esti- 
mated. As previously pointed out, opinions concerning the proper 
basis of capitalization are very diverse. The Bureau is not con- 
cerned at the moment with the question of what would be the best 
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method of capitalization, but with the relation between the capitali- 
zation actually determined upon and the value of the investment 
represented thereby. The question of the principles of capitaliza- 
tion is one of great general interest, but in this present discussion the 
Bureau is dealing only with the question of fact. On this point, as 
already stated, it is clear that there was an excess of more than 
$700,000,000 of capitalization over the actual investment in tangible 
property in 1901. Even granting that there may have been a con- 
siderable value in the intangible considerations, it is reasonably clear 
that at least the entire issue of common stock, setting aside all 
"merger value" (see p. 326), represented nothing but "water." 

While, therefore, it is not the purpose of this report to say what 
should have been the capitalization of the Steel Corporation, it is 
obvious that the company was heavily overcapitalized, judged by any 
method of valuing its assets. 

Section 2. Comparison of par value of seonrities of Steel Corporation 
itself with their market value. 

Incidentally it is well to consider briefly the aggregate market 
value of the securities of the Steel Corporation itself. But it must 
be clearly recognized that this is In no sense a part of the previous 
discussion of the value of its assets, because such a computation 
introduces a wholly new factor, namely, the merger value given to 
the properties by the very act of cwnbining them under a single 
great concern, and other intangible considerations. 

The average price at which United States Steel preferred stock 
sold during the first year of the existence of the Corporation — ^this 
average being based on an average of the means of the highest and 
lowest quotations daily — was 94, and the corresponding average for 
the common stock was 44. The average price of the 5 per cent fifty- 
year bonds was approximately 115. The average price of the under- 
lying bonds, mortgages, and purchase-money obligations can not be 
satisfactorily determined. Since transactions in some of these were 
very infrequent, and in some cases there were no recorded transac- 
tions, and since the total amount of these was comparatively small, 
they may be reckoned at par, as they have been in preceding tables 
of this sort. 

Applying these average prices to the total outstanding capitaliza- 
tion of the Steel Corporation (including underlying bonds, mort- 
gages, and purchase -money obligations) at the time of its organiza- 
tion, the indicated market valuation of these securities was approxi- 
mately $1,133,144,631, as shown by Table 26 on the following page. 
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Table 2S.— COMPARISON OF PAR VALUE OF STEEL CORPORATION'S SECURITIES WITH 
UABKET VALUE, BASED ON AVERAGE PRICES FOB THE FIRST YEAR AFTER ITS 
OBOANIZATION. 



Pietemd slock 

CommoQ 9locl[ 

5 per cent bonds 

Undarlylng bonds, mortg^jea, a 
money obligBtions 



$479,5113,398 
223,e2a,(H3 
348,067,800 



IJtal.. 



1 Approilntatdr. 

■ Excess of market value < 

I Estimated, llau; ol tb 



« underlying securities 



The par value of the Steel Corporation's securities, therefore, shows 
an excess over the market valuation of $269,700,000. Had the fifty- 
year bonds been taken at par instead of at the market value {whidi 
method might be justified on the ground that the premium was 
largely influenced by the term of these bonds, and the condition of 
the money market rather than by property values) , the excess would 
have been about $315,000,000. 

It should be unnecessary, however, to argue that a market valuaticm 
based upon the prices of the securities of the Steel Corporation itself 
is not a proper criterion by which to judge the real value of the 
assets of the Corporation at its organization. It will be remembered 
that in Table 13, on page 170, it was shown that the market valua- 
tion of the securities of the constituent concerns acquired by the Steel 
Corporation based upon the average prices of 1899 and 1900 {and 
including $25,003,000 new cash capital as well as underlying indebted- 
ness at par) was $792,961,970. The market value of the securities of 
the Steel Corporation itself based upon the average prices recorded 
during the first year of its operation (except for the underlying in- 
debtedness, which is taken at par) is $1,133,144,631, or $340,182,661 
more than the market valuation of the securities acquired in the com- 
ponent concerns in 1899 and 1900, 

It is apparent, therefore, that the aggregate market valuation was 
greatly increased as a direct result of the merger of these various 
constituent concerns under a single control. Undoubtedly much of 
this increase in market valuation was in the nature of an increase 
due to concentrated control over the industry. It is incredible that 
there had been any such enormous increase in the real value of the 
property in this short interval. A part of the increase was undoubt- 
edly a temporary reflection of current conditions in the stock market. 
The year 1901 was one of marked prosperity in the steel industry, 
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and despite the acute stock-market panic which occurred in May it 
was a year of firm and even of rising values for securities in general. 
The stocks of the Steel Corporation, moreover, undoubtedly were 
given support by large banking interests during the greater part of 
the organization period. In view of these facts, and more especially 
the fact that the Steel Corporation was a consolidation controlling 
a very substantial proportion of the steel business of the country, 
this market valuation of its securities of approximately $1,133,000,000 
obviously exaggerates a fair valuation of the properties acquired as 
they existed under separate ownership. Nevertheless, even judged by 
this unduly favorable standard, the capitalizatiwi of the Corporation 
was very excessive. 

It may be noted in this connection that in the latter part of 1903 
and the early part of 1904, during a sharp reaction in the steel in- 
dustry, the market value of its securities was very greatly reduced. 
Thus the preferred stock in 1903 sold as low as 49J, and the common 
stock as low as 10 {the latter sold somewhat lower in 1904). The 
fifty-year bonds sold as low as 102, while the new 10-60 year bonds, 
which were issued in that year chiefly to retire preferred stock, sold 
as low as 63.^ At these low prices (including underlying indebted- 
ness at par in the absence of quotations), the total market value of 
the securities of the Corporation was only about $751,000,000," or 
$382,000,000 less than the aggregate value shown by the 1901 prices. 

The Bureau does not contend that this valuation at these low prices 
is a fair indication of the real value of the property at that time, but 
this figure illustrates the danger of using stock-market quotations 
as a conclusive test of values unless averaged over a long period under 
varying conditions. On the other hand, such stock-market prices, 
when averaged over long periods, frequently are an exceedingly 
valuable criterion. 

Seotion 3. Evideuoe of OTenspitalization in excessiTe issne of stock to 
nnderwritii^ syndicate. 

Very convincing evidence of an excessive issue of securities by the 
Steel Corporation is afforded by the enormous payment' which it 
allowed the underwriting syndicate, so called. The syndicate agree- 
ment {a copy of which is given on p. 383) provided that in addition 
to undertaking to secure at least 51 per cent of the stocks of the 
various companies originally to be acquired, the syndicate should 

> Trail BttctlOQa In the fltty-year booia were limtted. The other securltlea named, how- 
ever, were heavllj traded In Id 1903. It maj be noted that If the low-record prices of the 
camtnon stock In 1@<H were comhined with tlie low-record prices of the other securities 
reached la J903, the total valuation here reached would be somewhat reduced. It seems 
fairer, however, to take quotations tor all securities at about the same date. 

• In this calculation allowance has. of course, been made (or the tact that (150,000,000 
o( pceCerred Btoeb had been exchanged [or a like amount of the 10-60 year bonds, while 
(20.000,000 of aucb bonds, moreoTer, bad been sold for cash. 
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furnish the Steel Corporation with $25,000,000 cash capital. In addi- 
tion to this sum, the syndicate incurred expenses of about $3,000,000 
attendant upon the organization of the Corporation, through fees, 
purchase of miscellaneous securities, etc., which sum should be added 
to the $25,000,000 cash capital provided, in stating the total cash con- 
sideration provided by the syndicate. For this total cash considera- 
ti<Hi of $28,000,000 and its services the underwriting syndicate re- 
ceived from the Steel Corporation the enormous total of practically 
1^00,000 shares of its stock (half preferred and half common), of an 
aggregate par value of $130,000,00^ That this huge block of stock 
was actually received BJ^the syndicate was explicitly stated in the 
preliminary report of the Steel Corporation, which, after giving the 
amounts of stock issued to acquire the securities of the constituent 
concerns, further stated ; 

The residue of the common and preferred stock of this Cor- 
poration delivered to the syndicate under the contract of March 
1, 1901, and not used for the acquisition by it of the stocks of 
the specified companies, being the shares which, as stated in the 
syndicate circular of March 2, 1901, were to be retained by and 
. to belong to the syndicate, amounted to 649,987 shares of pre- 
ferred stock, and (>49,988 shares of common stock. This residue 
of stock or the proceeds thereof, after reimbursing the syndicate 
the $25,000,000 in cash which it paid to the Corporation, and 
approximately $3,000,000 for other syndicate obligations and 
expenses, constituted surplus or profit of the syndicate. 
Profit bealizeo from this stock bt the sYNnicATE. — This enor- 
mous " i-esidue," as it was termed, yielded a very large profit to the 
syndicate. At valuations of 44 for the common st«ck and 94 for the 
preferred stock (the average prices, respectively, at which these shares 
sold during the first year after the organization of the Steel Cor- 
poration), the total value of these stocks thus delivered to the syndi- 
cate would have been approximately $89,700,000. As a matter of 
fact, it appears that the amount actually realized by the syndicate 
was about $90,500,000. After reimbursing the syndicate for the 
$25,000,000 cash capital raised by it, and also for the $3,000,000 ' 
incurred in expenses, the syndicate managers paid out in profits to 
syndicate members substantially $50,000,000. Before distributing 
these huge profits, however, J. P. Morgan & Co., as syndicate man- 
agers, reserved as their compensation 20 per cent of the total profits. 
The total profits consequently were one-fourth greater than the 
amount thus distributed to syndicate members, or, in other words, 
they were, roughly speaking, $62,500,000. 

It may be noted that about $4,000,000 of this total was not in the 
form of cash. After reimbursing the syndicate for its cadi obligations 
of $28,000,000, the syndicate managers paid four cash dividends of 
$10,000,000 each (after reserving in each case their 20 per cent commis- 
sion), and a final dividend of $6,000,000 in cash plus $4,000,000 paid- 
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up participation in a syndicate then being organized by J. P. Mor- 
gan & Co. to underwrite the so-called " bond conversion " scheme of 
the Corporation, discussed elsewhere (Chap. VIII). There is some 
question whether this $4,000,000 participation in the second syndicate 
realized its par value on the liquidation of that syndicate, but any 
difference between the amount finally realized and the par value 
($4,000,000) was undoubtedly so small that it can be disregarded. 
The profit on this operation over and above all expenses may there- 
fore be fairly stated at $62,500,000. 

There can be no question that this huge compensation to the syndi- 
' cate, or, in other words, the enormous block of stock upon which this 
profit was realized, was greatly in excess of a reasonable compensa- 
tion. The syndicate was, of course, properly to be reimbursed not 
only for the $25,000,000 new cash capital which it provided the Cor- 
poration, and for the $3,000,000 of expenses incurred, but was also 
entitled to some compensation for the labor and risk of raising these 
sums. Moreover, the syndicate presumably rendered some other 
services of value in facilitating the organization of the Corporation 
and the flotation of its securities, for which it would reasonably 
expect some compensation. However, these services certainly were 
not worth anything like the enormous price which the Corporation 
paid. Nor can this payment be Justified on the ground of extraordi- 
nary risk. The Corporation was organized at a time of pronounced 
buoyancy in the stock market and decided prosperity in the steel 
industry. It is true that only a short time after its organization the 
famous Northern Pacific comer and the resulting stock-market panic 
occurred. Such a contingency, however, is one of the possibilities 
that all underwriting syndicates have to take account of, and was 
entitled to no more weight in this case than in the case of numerous 
other underwriting arrangements which were made by other large 
corporations at the same period. 

It is, moreover, true that the nominal liability of the syndicat*, 
or what may be called its nominal capital, was $200,000,000. This, 
however, was the liability of the syndicate subscribers to the syndi- 
cate managers and not to the Steel Corporation, to which its cash 
liability, as just shown, was only $25,000,000 (not including $3,000,000 
' of expenses). It was the understanding, tacit or expressed, that the 
syndicate managers did not expect to call upon the syndicate sub- 
scribers for more than a single payment of 12J per cent of the total 
nominal liability ($200,000,000) , or $25,000,000. As a matter of fact, 
that was the only call actually made. Had a further call been made 
upon the syndicate subscribers, this would have been to meet tem- 
porary exigencies accompanying the flotation of the Steel Corpora- 
tion's stock, and not to make any further payment to the Corporation 
itself. The large nominal obligation of the syndicate subscribers to 
the syndicate managers apparently was determined upon in part witii 
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a view to disarming subsequent ciiticism of the enormous compensa- 
tion which it received. 

A very important consideration to point out is that while the syndi- 
cate was, from the standpoint of the prestige and reputation of the 
bankers identified with it, nominally compelled to see the organization 
of the Steel Corporation successfully through, there was no legal 
obligation of this sort whatever. Instead, a circular of the syndicate 
managers to the stockholders of the various constituent concerns 
which were to be acquired stated very positively that the syndicate 
managers might at any time wholly abandon the transaction, in which 
event the stockholders in the acquired companies would have no claim 
whatever against the syndicate managers. This is shown by the 
fourth paragraph in the official circular of J. P. Moi^n & Co., the 
syndicate managers, as follows: 

The undersigned are authorized to proceed with the proposed 
transaction whenever in their sole judgment a sufficient amount 
of the stocks of said cwnpanies, or of any of them, shall have been 
deposited. They reserve the right, at any time, in their discre- 
tion, to wholly abandon the transaction and to withdraw their 
offer herein contained, as to all the depositors, by publication of 
notice of such withdrawal in two daily newspapers in the city of 
Kew York; and in that event all the deposited shares shall be 
returned without charge upon surrender of the respective receipts 
therefor. In case of any such withdrawal of the offer hereunder 
as to all or to any depositors, such depodtors shall have no claim 
against the undersigned, and shall only be entitled to receive their 
deposited securities upon surrender of the fespective receipts 
therefor.' 

It may be objected, as just suggested, that it is almc^ incredible 
that the syndicate managers would abandon the transaction. Never- 
theless, this distinct provision that they might do so if they saw fit, 
without giving any explanation and without rendering themselves 
in the slightest way liable, clearly is entitled to great weight in judg- 
ing the risks assumed by the syndicate. As a matter of fact, as the 
sequel showed, the syndicate was cranpelled to bear only a very moder- 
ate risk, while it was one of the most profitable ever organized in the 
United States. 

It is worth passing notice that J. P. Morgan & Co., the syndicate 
managers, in the closing paragraph of their circular to the share- 
holders, said : 

It is proper to state that J. P. Morgan & Co. are to receive no 

compensation for their services as syndicate managers bevond a 

share in any sum which ultimately may be realized By the 

syndicate. 

As just shown, however, the share of J. P. Morgan & Co. in the 

■ profits of the syndicate, as syndicate managers only, was about 

1 Italics by Bureau. (See Exhibit 4, p. 806.) 
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$12,500,000, in addition to whatever profits they may have made 
because of their participation in the syndicate as subscribers. In 
view of this profit, it is hardly remarkable that that firm received 
no further payment from the Steel Corporation itself. 

In this connection it is also proper to point out that the syndicate 
managers were prominently identified with the management of several 
of the companies acquired by the Steel Corporation, and also with 
the management of that Corporation itself. Three partners of the 
firm were on the directorate of the Corporation, one of whom was 
also chairman of the finance committee. Moreover, several other 
leading interests in the underwriting syndicate were the heads of 
some of the companies acquired and members of the first board of 
directors of the Corporation. In other words, as managers of the 
Steel Corporation, these various interests virtually determined the 
compensation for their services as underwriters, 

It may also be stated that in January, 1902, the syndicate managers 
proposed that a formal agreement of release be executed between 
themselves and the Steel Corporation concerning this syndicate opera- 
tion. The following proposition was submitted to the finance com- 
mittee of the Steel Corporation by the syndicate managers: 

The magnitude of the transactions, and the immense amount 
involved under the contracts of March 1, 1901, and April 1, 1901, 
render it important, and it is our desire, that all matters be- 
tween the Corporation and ourselves, as syndicate managers or 
otherwise, relating in any way to the issue of the capital stock 
of your Corporation and to the acquisition of the stocks of other 
companies, snould be definitely closed and settled in such manner 
that no possible question concerning the same or the amounts or 
profits involved can be raised in the future. We desire, if prac- 
ticable, that such a final settlement, which it seems to us should 
be by way of mutual releases, be had before we distribute the 
profits of the syndicate among its members. 

Such an arrangement was entered into and formally approved by 
the directors of the Steel Corporation on February 14, 1902. At that 
time, it may be noted, the profits of the syndicate were estimated by 
the syndicate managers at about $56,000,000. This proved to be an 
underestimate, and, as above shown, the total profits actually real- 
ized were about $62,500,000. 

In addition to the importance of this payment to the underwriting 
syndicate itself as indicating overcapitalization, this transaction may 
also fairly be given weight in discussing evidence of excessive issue 
of securities with respect to the purchase of properties. A corpora- 
tion which issued roughly $130,000,000 of its securities for a cash 
consideration of $25,000,000 plus such underwriting and promotion 
services and expenses as were involved in this case may fairly be re- 
garded as disposed to issue its capital stock on an exceedingly liberal 
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basis for the acquisition of properties. This syndicate arrangement, 
therefore, may properly be construed as confirming other evidence 
that the capitalization of the Corporation far exceeded the true value 
of its assets. 

At the invitation of the Bureau, the syndicate managers in 1911 
submitted a statement concerning this compensation of the syndicate. 
Their statement on this point follows : 

As stated in the first preliminary report of this company, 
submitted to its stockholders at the first annual meeting upon 
February 17, 1902, and then and there unanimously approved, 
there was allowed to the underwriting syndicate as its compensa- 
tion 649,987 shares of the preferred stock and 649,988 shares of 
the common stock of the new corporation, out of which the syndi- 
cate provided the corporation with $25,000,000 cash and dis- 
tributed approximately $3,000,000 for other syndicate obligations 
and expenses. 

We inclose a copy of the printed syndicate agreement of 
February S6, 1901, under which the net profits of the syndicate 
were distributable, and they were distributed one-fifth to the 
syndicate managers and the remaining four-fifths to the syndicate 
subscribers, including our firm. 

Inasmuch as these commissions and their payment were unan- 
imously approved by the stockholders of tbe corporation, we 
should assume that your view (which we regret) that they were 
excessive in amount has regard, not to the parties immediately 
concerned, but to what you may consider to be a public interest. 
In this aspect it would seem to us that, if, as we believe, and as 
we have above stated, the properties acquired by the Steel Corpo- 
ration were and are fully worth the par of the entire block of 
securities by it issued to the syndicate managers in payment 
therefor, no public injury could or would reeuTt from any sub- 
division between the syndicate managers and their associates of 
the securities so issued. 

We would suggest further that, as the transaction was unique, 
not only in character, but in immensity, it is possible that any 
standard short of that furnished by practical experience of 
necessity must be imaginary and perhaps illusory. Contingen- 
cies and reasons involved in this so large a transaction require 
and justify compensation at a rate which in lesser matters might 
seem excessive. No ordinary experience can supply a measurmg 
stick for either the purchase price of the properties of the new 
corporation or the payment of the compensation for such 
acquisition. 

We would call attention also to the fact that the purchase price 
of the properties transferred under the first contract of March 1, 
1901, covered the entire compensation received by the syndicate. 
The subsequent acquisition under the contract oi April 1, 1901, 
of the so-called Rockefeller properties, the Pittsburg Steamship 
Company, and the Oliver Iron Mining Company were made by 
the syndicate managers not on their own account but for and in 
behalf of the new company, the United States Steel Corporation, 
and no commissions or compensation for this acquisition was 
asked or received by the syndicate managers. 
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The Bureau does not regard the above statement as an adequate 
defense of the enormous commission obtained by this underwriting 
syndicate. Undoubtedly the transaction was exceptional with respect 
to magnitude. This would undoubtedly justify a larger commission 
in the aggregate than would be justified in the case of a very small 
underwriting operation. Moreover, the magnitude of the operation 
might justify a somewhat greater allowance for contingencies, al- 
though, as already pointed out, every underwriting syndicate must 
run the risk of certain contingencies, such, for instance, as a violent 
disturbance in the stock market, or, on the other hand, a period of 
continued depression. So far as the above explanation of the syndi- 
cate payment rests on the assumption that the properties were worth 
the par value of the entire amount of stock issued therefor, it is ob- 
vious that this view can not be accepted. As a matter of fact, if the 
properties themselves were regarded by the vendors as worth par, it 
can not he conceded that those vendors would have been willing to 
surrender $130,000,000 of the entire capital stock to an underwriting 
syndicate, except on the ground that they expected to make such 
extraordinary profits out of the merger that they would thereby be 
reimbursed. In any event, it is obvious that any such large commis- 
sion to an underwriting syndicate is a matter of vital importance 
from a public standpoint- 
It may be noted that this statement of the syndicate managers calls 
attention to the fact that the entire commission was allowed under 
the first contract, which did not include the acquisition of the Rocke- 
feller properties (the Lake Superior Consolidated Iron Mines and 
the Bessemer Steamship Company) , the American Bridge Company, 
and the one-sixth interest in the Oliver Iron Mining Company and in 
the Pittsburg Steamship Company, but that no compensation was re- 
ceived by the syndicate managers for these later acquisitions. This 
simply means, however, that this syndicate commission covered the 
acquisition of only a part of the properties of the Steel Corporation. 
It may be noted in this connection that the second syndicate agree- 
ment — that of April 1, 1901 (a copy of this agreement appears 
on pp. 386-390) — contained a provision that the Steel Corporation, in 
addition to reimbursing J. P. Morgan & Co. for actual expendi- 
tures incurred in the acquisition of these properties thus subsequently 
brought in, should pay that firm " fair compensation for their serv- 
ices." Wliile, according to the above statement, no such compensa- 
tion was received under this second contract, this can hardly be 
r^arded as remarkable, in view of the fact that the compensation 
under the first contract nett«d the syndicate the enormous sum of 
roughly $62,500,000, of which the syndicate managers received one- 
fifth, this not including any amount which they may have received 
as members of the syndicate. 

«>^'-"— " : Google 
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Section 4. Smnmary of luderwritii^ commissions in the oi^onization of 
the Steel Corporation and its oonstitnent concerns. 

Another way of looking at this large compensation to the under- 
writing syndicate is that $28,000,000 of the preferred and $28,000,000 
of the conunon stock were issued to cover the $28,000,000 cash lia- 
bility and expenses of the syndicate, the common stock being regarded 
as a 100 per cent bonus with the preferred, as was so often done in 
organizing the constituent concerns. On this basis there would be 
left $36,998,700 of preferred stock and $36,998,800 of common stock 
as a " commission " in the strict sense, merely for the services of the 
underwriting syndicate as distinct from any cash consideration or 
expense. 

This enormous commission to the underwriting syndicate of the 
Steel Corporation, it will be recalled, followed other heavy commis- 
sions of the same sort paid by most of the c6nstituent concerns of 
the Corporation. The facts concerning the payments of such com- 
missions by the subsidiary companies have already been summarized 
in Chapter II. (See p. 179.) It was there shown that the total 
amount of stock issued by seven of the constituent concerns {this 
not including the American Sheet Steel Company or the Shelby Steel 
Tube Company) as commissions to promoters of underwriting syn- 
dicates, exclusive of bonus stock issued for property or cash, aggre- 
gated no less than $63,306,81 1, of which $62,449,612 was common stock 
and $857,199 was preferred. 

The amounts of stock thus issued as commissions by the subsidiary 
companies received, of course, the same terms of exchange in the 
acquisition of these concerns by the Steel Corporation as the other 
stocks of the same class. As already shown (see Table 4, p. 113), 
the rates of exchange in most instances were at more than par. By 
adding the amounts of United States Steel Corporation stock thus 
issued in exchange for these amounts of the stock of the constituent 
companies which were originally issued for commissions to the 
amount of the Steel Corporation's stock above, which may be regarded 
as such a commission in the strict sense (after deducting $28,000,000 
of each class to cover the cash raised or expended by the syndicate), 
a total is reached which may be regarded as the amount of the Steel 
Corporation's stock issued directly or indirectly for promotion and 
organization profits. A summary of such total commissions is given 
in the following table : 
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Table 27.— AMOUNT OF STEEL CORPORATION'S STOCK ISSUED A3 A COMMISSION TO 
THE UNDERWRITING SYNDICATE, AND AMOUNTS SO ISSUED IN EXCHANGE FOR 
STOCKS OF CONSTITUENT CONCERNS ISSUED FOR TOE SAME PURPOSES, EXCLUD- 
ING IN ALL CASES STOCK ISSUED AS A BONUS FOR PROPERTY OR FOR CASH. 
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> la ibis Cable tMthing is included for the American Sheet Steel Company, owlog t« thi abstnce ol accu- 
rate Lnlomiaiign, although apparently there was a IflTEe Issue of stock to the promoters of this cooceni. 
Again, nothing has been included (or the Shelby Steel Tube Company, because of the drastic reduction 
in capitahiatlon eflected in the acquisition of this ocmcem, 

> The deduction of cash expenditures In aniTlng at the oommiaslon proper of the Steel CorporatiOQ Is 
Somewhat inconsistent with the method followed hi the case of the other companies, where the commls- 
slons in stock, as stated, are the gross amounts, out of which the respective syndicates had to meet some 
eipcnsfs. In most cases, however, tliese eipenses are believed to have been small, boUi actually and 
relatively, and, moreover, the amounts are not known. The eipendltures In the case of llie Steel syn- 
dicate, however, were deflnllely stated In the preliminary report of the Corporation, and, moreover, were 
la^e <ll,2aO,(IOO of the eipendltures of t3,D0a,0OO appears to have been used to acquire securities of the 
Carnegie Company], For these reasons it seemed Mrer to make an allawancc for these cash expendi- 
tures In the case of the Steel Corporation syndicate. 

From this table it appears, therefore, that more than $150,000,000 
of the stock of the Steel Corporation (this including over $41,000,000 
of preferred stock and $109,000,000 of common stock) was issued, 
either directly or indirectly (through exchange), for mere promotitm 
or underwriting services. This total, moreover, as noted, does not 
include anything for the American Sheet Steel Company, althou^ 
presumably a large commission, possibly including some preferred 
stock, was obtained by the promoters of this concern, nor is anything 
added in the case of the Shelby Steel Tube Company. 

It should be repeated that this enormous total of over $150,000,000 
does not include common stock issued as a bonus with preferred for 
property or for cash, but simply what may be termed the promotion 
and organization commissions in the strict sense. In other words, 
nearly one-seventh of the total capital stock of the Steel Corporation 
appears to have been issued, either directly or indirectly, to promoters 
for their services. 



FRUTCIFAL ACQUISITIONS OF PROFERTT BT THE STEEL 
COAPORATION .SDTCE 1901. 

I. ACQXnSITION OF COaiFETINa KANnFACTTTBINa CONCERNS. 
Section 1. Friacipal mstances of this sort. 

For some time after its organization, the United Stat«s Steel 
Corporation apparently made no effort to secure control of any of the 
large iron and steel concerns which competed with it. At the close of 
1902, however, it made a very important acquisition through the 
purchase of the Union Steel Company, a merger of a former con- 
cern of the same name and the Sharon St«el Company. In 1904 it 
secured- the Clairton Steel Company, a: fairly important concern, 
while in 1907 the Tennessee Coal, Iron anil Railroad Company was 
acquired. An idea of the significance of these various acquisitions is 
given briefly in the following sections. 

Section Z. Fnrcliase of Tlnloit Steel Company in 1902. 

The acquisition of this company, which, as stated above, had just 
absorbed the Sharon Steel Company and the old Union Steel Com- 
pany, is important, not only on account of its large production, but 
also because both the constituent companies had been organized by 
individuals who had previously been in the steel business, but who 
had sold out their properties to one or the other of the various con- 
solidations which later constituted the United States Steel Corpora- 
tion. This purchase, moreover, was of particular interest because the 
Union and Sharon steel companies were exceptionally aggressive 
competitors, with strong financial backing. 

Sharon Steel Company. — The Sharon Steel Company was or- 
ganized in October, 1899, to erect a steel plant at Sharon, Pa. Ap- 
parently its original intention was to confine operations chiefly to 
the manufacture of pig iron and heavy semifinished steel products. 
The plans were soon changed, however, so as to include a rod mill, a 
wire plant, wire-nail works, and auxiliary departments. Somewhat 
later the company also commenced the c<Mistruction of a thi-plate 
plant of 10 mills, the number of which was subsequently to be in- 
creased to 20 ; this department was handled through a separate organ- 
ization, the Sharon Tin Plate Company. Other enlargements were 
made from time to time. 
252 
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The original capitalization of the Sharon Steel Company was 
$3,000,000. This was later gradually increased to $0,000,000, and in 
addition the company had a small bond issue. However, a large part 
of the enterprise was financed through subsidiary concerns, so that 
the capitalization of the parent company does not fairly represent the 
investment. 

An account of the plant published in July,. 1901, gave the capacity 
of the completed blast furnaces at 200,000 tons, not including another 
blast furnace then under construction. The company also had several 
open-hearth furnaces under way. There were two continuous wire- 
rod mills, with a capacity of 120,000 tons. The wire-nail plant was 
credited with a capacity of- 1,000,000 kegs per year, and tbe wire- 
drawing plant with about 75,000 tons per year. The construction of 
a wrought-steel pipe plant was also undertaken about this time, and 
the capacities of other departments were increased. 

It will be seen, therefore, that the company's ox)erations were of a 
character to bring it into sharp competition with the ^United States 
Steel Corpwation. It should be noted, moreover, that the company 
had taken important steps toward stwuring a supply of raw materials. 
It had acquired a valuable ore property on the Mesabi Range in the 
Lake Superior region, while it had long-time contracts with the Min- 
nesota Iron Company for a supply of ore. It had also secured a large 
tract of coking-coal land in the Connellsville region, while it had 
other coal lands elsewhere; it also owned a limestone property very 
close to its manufacturing plant at Sharon, Pa., as well as some 
tenninal railroad property. The company was, therefore, a well- 
integrated concern. 

Union Steel Company.— The Union Steel Company was organ- 
ized in November, 1899, with $1,000,000 capital stock. The plant 
was located at Donora, Pa., on the Monongahela River. The com- 
pany was originally started for the purpose of manufacturing wire 
rods, wire, and nails. It commenced operations in September, 1901, 
with a capacity at that time of about 200,000 gross tons of wire rods, 
200,000 net tons of wire, and 1,000,000 kegs of nails. 

In the meantime it had been decided to construct blast furnaces 
and an open-hearth steel plant. In connection with this integration 
of its manufacturing operations, the company acquired a considerable 
ore property through the Donora Mining Company, a subsidiary 
company with $500,000 capital stock. It also secured large tracts of 
coking and steam coal in the Connellsville region. In this connection 
it may be noted that, as in the case of the Sharon Steel Company, 
the Union Steel Company's extensions were largely financed through 
subsidiary concerns, so that the capitalization of the parent company 
itself in no way represented the investment in the property. (See 
pp. 282-286.) 
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Among other influential interests back of the concern was H. C. 
Frick. Mr. Frick at this time was also a director in the United 
States Stee) Corporation, 

Merger op Union and Sharon coNCBRNa. — The strong backing of 
the Union Steel Company, together with its extensive operations, 
made it an important competitor of the United States Steel Cor- 
poration. Its operations assumed still greater significance when, 
toward the end of November, 1902, announcement was made of the 
merger of the company and the Sharon Steel Cwnpany, under the 
name of the Union Steel Company, to be capitalized at about 
$50,000,000, thus forming the largest consolidation in the steel indus- 
try proper which had been effected since the organization of the 
United States Steel Corporation itself. The two concerns, together, 
had at this time a pig-iron capacity of about 750,000 tons yearly, and 
an ingot capacity of about 850,000 tons — as against a capacity for 
the Steel Corporation at this time of about 10,000,000 tons — while 
they had greatly increased their outputs of finished products. (See 
Table 29, p. 269.) With this announcement were coupled intimations 
that plans were already projected for the construction of still further 
important works, as well as the acquisition of one or two other con- 
cerns then engaged in the manufacture of rods, wire products, sheets, 
and pipe. Moreover, there were rumors that the new concern might 
construct a railroad of its own irom Lake Erie to the Connellsville 
coke region, with connections to the ccwnpany's manufacturing plants. 
The impression was very general in steel circles that the consolidated 
company would assume a position of rapidly increasing importance 
in the industry. 

These plans for the merger of the Sharon and Union companies 
had hardly been completed, however, before the further announce- 
ment was made (in the latter part of November, 1902) that the 
United States Steel Corporation liad purchased the entire property, 
payment to be made through the issue of $45,000,000 bonds of the 
new Union Steel Ctanpany, to be guaranteed by the Steel Corpora- 
tion.' The terms of purchase are discussed elsewhere. (See p. 282.) 
There can be no doubt that the principal motive of the Steel Corpo- 
ration was to prevent the competition which the rapidly extending 
operations of the Union concern foreshadowed, and especially to 
eliminate the rivalry of Mr, Frick. 

Section 3. Pnrchase of Clairton Steel Company. 

On April 29, 1904, it was announced that the United States Steel, 
Corporation had purchased the entire capital stock of the Clairton 
Steel Company; the property was turned over on the 18th of May. 
9 reaerred to complete ImprovemeDts to the properties and 
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The Clairton Steel Company had been organized in 1901, aa suc- 
cessor to the St. Clair Steel Company, to construct a large plant for 
the production of pig iron and semifinished steel products. A con- 
trolling interest in the concern was owned by the Crucible Steel 
Company, a consolidation of the leading crucible steel manufacturers 
of the country. From a statement later issued by the Crucible Steel 
Company it appeared that the Clairton company had been losing 
money, and that it required several millions additional working capi- 
tal which the Crucible Steel Company apparently did not at that 
time feel in a position to furnish; the Clairton concern was in the 
hands of receivers at the time of its transfer to the Steel Corporation. 

The manufacturing plant of the Clairton concern included about 
140 acres of mill property at Clairton, Pa., on the Monongahela 
River, with three blast furnaces, twelve 50-ton open-hearth furnaces, 
a rolling mill, with blooming mills and billet mills, and auxiliary 
departments. The reported capacity of the plant was about 475,000 
tons of pig iron per annum, about 400,000 tons of ingots, and about 
825,000 tons of billets and slabs.' 

The Clairton concern also had important ore and coking-coal 
properties. One of its ore properties was the St. Clair mine, on the 
Mesabi Range, with an estimated deposit of about 4,000,000 tons. 
It had a lease of the Little & Prindle iron mine, on the Mesabi Range, 
with an estimated tonnage of 3,500,000 tons. In addition the com- 
pany had extensive holdings on the Marquette Range, in Michigan, 
the total of these being given in the annual report of the United 
States Steel Corporation for 1904 at 20,000 acres, ail owned in fee. 

The coal lands of the Clairton concern comprised 2,644 acres of 
coking coal in Fayette Countyj Pa, 

The relative importance of the additions to the manufacturing 
property of the Steel Corporation through the Union and Clairton 
purchases is indicated in Table 29, on page 269. The cost of these 
acquisitions is discussed in Chapter VI. 

Section 4. Hiaor acqnisitioiis of maanfaGtarii^ property. 

Other manufacturing properties acquired by the United States 
Steel Corporation during the first few years of its existence were the 
Troy Steel Products Company and the Trenton Iron Company. Both 
of these were small concerns, 

Teot Steel Products Company. — This concern was successor to 
the Troy Steel and Iron Company, which owned steel works at Troy, 
N. Y., and several blast furnaces at Breaker Island, N. Y. The com- 
pany was unsuccessful, and in August, 1895, was sold to a reorganiza- 

<The Crucible St««l Company, It mar be noted, In tranBterrlng the protwrty. made a 
ten-jpar contract with the Uoited States Strel Corporation (or & large amount ot pig Iron 
and steel which tt needed tor Its owd .bnaineaa. 
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tion committee. In 1896 the steel works were removed to Breaker 
Island ; the capacity of the plant at this time was about 200,000 tons 
of slabs and skelp per annum. After this transfer of the steel 
■works, however, the plant was operated only a few months. 

The purchase by the United States Steel Corporation was made in 
1902; the terms are discussed elsewhere. (See p. 289.) The concern 
at this time could not have been considered a competitor, although 
there had been some negotiations for its sale to interests outside of the 
United States Steel Corporation. The plant was never operated by 
the Steel Corporation. The steel works were dismantled in 1907, The 
blooming mill was removed to the South Chicago works of the Illinois 
Steel Company, and the blast furnaces were left standing idle. As 
noted later, certain Standard Oil capitalists, who were also directors 
of the Steel Corporation, were among the principal owners of the 
Troy concern. 

Tbbnton Iron Company. — This concern was acquired by the Steel 
Corporation in July, 1904, The plant, which was originally built in 
1845, consisted of a wire-rod mill and a wire works for the manu- 
facture of wire rope and similar products. The annual capacity of 
the rod mill was only 18,000 gross tons. The acquisition, therefore, 
was insignificant as compared with those of the Union and Clairton 
steel companies, previously discussed. 

Section S. Acquisition of the Tennessee Coal, b'on and Railroad Company. 

In the latter part of 1907 the United States Steel Corporation 
acquired the Tennessee Coal, Iron and Railroad Company. This was 
the leading concern in the southern iron and steel district, with an 
outstanding capital stock of about $30,000,000 and a bonded indebted- 
ness of $14,226,000. The manufacturing properties included the 
Ensley Steel Works, at Ensley, Ala., with 100 acres of mill property, 
6 blast furnaces, a Bes.semer plant, 8 open-hearth steel furnaces, a 
blooming mill, a rail mill, and other auxiliary departments; also roll- 
ing mills at Bessemer, Ala., with plate and merchant mills. The 
company had 10 other blast furnaces at various other points. It 
owned the capital stock of the Birmingham Southern Railroad Com- 
pany, with 31 miles of main and branch lines and about 70 miles of 
yarding and siding. The equipment of this road comprised 35 loco- 
motives and 725 cars. The Tennessee Coal, Iron and Railroad Com- 
pany also owned the entire security issues of various land companies 
adjoining its properties. 

The most important assets of the Tennessee concern, however, were 
its enormous holdings of ore and coal, and there can be little doubt 
that the desire to secure these had much to do with its purchase by 
the Steel Corporation. 

These ore and coal properties were very extensive. The 1904 
report of the Tennessee Coal, Iron and Railroad Company placed 
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the total ore tonnage at over 400,000,000 tons, and the total tonnage 
of coal at over 1,600,000 tons. The 1906 report of the company, 
however, stated that the ore reserves were, as computed by compe- 
tent authorities, estimated to be 700,000,000 tons, and the coal at 
2,000,000,000 tons. 

More careful estimates were made subsequently by agents of the 
Steel Corporation. The estimates of these agents grouped these 
resources in three classes, namely, " proven," " probable," and " possi- 
ble." Their estimate of the coal property of the company follows: 
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The iron-ore deposits of the company were estimated by the same 
agents as follows : 
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While these figures, especially those for coal, are considerably under 
those given in the earlier estimates made by the representatives of the 
Tennessee Coal, Iron and Railroad Company, nevertheless they show 
beyond a doubt that the company's deposits of these raw materials 
are enormous. The value per ton of southern ore, however, is much 
less than that of Lake Superior ore ; and the coking coal produced in 
the South is on the average inferior to northern coking coal. 

The following table gives an idea of the relative importance of the 
Tennessee company and of the Steel Corporation from a producing 
standpoint, as indicated by the production of each in the year 1907. 
The relative capacity of the Tennessee company for steel rails and 
other rolled steel products, however, was somewhat greater than 
these 1907 figures of production would indicate. (See Table 29, 
p. 269.) 
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Tabi^ 29.— comparative PRODUCTION' OF UNITED 8TATE8 STEEL CORPOEA- 
TION AND TENNESSEE COAL, IRON AND EAILROAD COMPANY OF ORE, COKE, 
AND CERTAIN IRON AND STEEL PRODUCTS, 1907. 
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Events leading to the acquisition op the company. — This pur- 
chase of the Tennessee Coal, Iron and Bailroad Company occurred 
in the midst of the panic of 1907, At that time conditions in the 
stock and money markets were exceedingly strained ; there had been 
a very general suspension of cash payments throughout the country. 
It was stated at the time that several million dollars of the stock of 
the Tennessee concern had been used as collateral for loans by a large 
banking and brokerage house in New York City, which had also 
borrowed heavily on other securities. It has been asserted that this 
situation was taken advantage of by the financial interests back of 
the Steel Corporation to secure the property at what has been termed 
a " bargain -counter " price, or, in other words, at virtually a forced 
sale. The Corporation, on the other hand, has asserted that it really 
did not particularly desire the property, but that the transfer of its 
control to the Steel Corporation was sought by others chiefly with a 
view to relieving the brokerage house in question, and the financial 
situation generally at the same time, and that it paid a fair price for 
the stock. The terms on which the Corporation obtained control of 
this company are discussed below. (See p. 289.) 

The situation at this time was so unusual, and the evidence con- 
cerning this transaction so extremely conflicting, while, furthermore, 
the raitire situation has been so extensively reviewed in a public way, 
that a survey of the circumstances need not be undertaken at the 
present time. 

The acquisition of the Tennessee Coal, Iron and Railroad Com- 
pany made the Steel Corporation the most important single factor 
in the southern iron region. Moreover, of course, it prevented rival 
interests from using the Tennessee concern as a nucleus for a f ormida- 
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ble consolidation in the South which might oppose the Corporation. 
It is worth noting, in this connection, that the acquisition of the Ten- 
nessee company by the Steel Corporation followed efforts at such a 
merger of the former concern with the Sloss-Sheffield Steel and Iron 
Company (see p. 94), which had extensive furnace interests, in 
addition to large reserves of ore and coal, and the Republic Iron and 
Steel Company, which had important investments in the Alabama 
district, in addition to its extensive properties in the North. Plans 
for such a merger apparently were carried at one time far toward 
consummation, but were not completed. 

II. ACQUISITION OF ADDITIONAL OKE ANT) COAX. PAOFEBTIES. 

Sediion 6. Acquisitions of ore property prior to the lease of the Oreat 
Hortheni holdings. 

The United States Steel Corporation since its organization has 
repeatedly added to its holdings of ore property. As just shown, 
very extensive additions to its ore reserves were effected through the 
purchase of the Union-Sharon, Clairton, and Tennessee Coal, Iron 
and Railroad companies. A very large amount of ore property 
acquired by the Corporation, however, has been picked up in small 
parcels, and, moreover, at relatively small initial expense, owing to 
the usual practice of securing it on a royalty basis instead of by out- 
ri^t purchase in fee. No detailed description of these miscellaneous 
additions is necessary at this time. Two ore properties acquired by 
the Corporation prior to 1906, however, are of sufficient importance 
to warrant brief mention. These are the Chemung and Canisteo hold- 
ings, both on the Mesabi Range. 

Lease of Chemung iron oke fropehties. — The holdings of the Che- 
mung Iron Company were secured by lease in August, 1903. The ore 
deposit was estimated to amount to as much as 70,000,000 tons, mostly 
of Bessemer grade. 

Lease of Canisteo Mining Compant. — The ore holdings of the 
Canisteo Mining Company, located in Itasca County, Minn., were 
leased by the Steel Corporation in 1905. In addit;ion to the royalty 
the Steel Corporation paid a bonus of $500,000 in cash. 

The lease covered nearly 500 acres, and tlie deposit was estimated 
at over 100,000,000 tons. On this basis the bonus was equivalent to 
only about one-half cent per ton. The estimates of this ore body 
have, moreover, since been considerably increased. The ore in this 
tract, however, requires concentration. 

Other specific acquisitions of mining property which may be noted 
in passing were the fee of the Wick mine, acquired in 1902 for 
$165,000. In 19(4 the Arcturus mine was acquired at a royalty of 
25 cents per ton plus a bonus of $100,000. The ore from this mine 
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is sandy and has to be washed before shipment. The tract was a large 
one, with an estimated ore body of upward of 12,000,000 tons, so 
that the initial investment of the Steel Corporation (which is ex- 
pressed by the bonus) was less than 1 cent per ton. In 1905 the 
IVhiteside mining lease was acquired at a bonus of $100,000. 

Sectloa 7. Lease of ore properties from the Oreat Northern system. 

The various acquisitions of ore properties in the Lake Superior 
region just described were, however, completely overshadowed in 
1907, when the United States Steel Corporation leased a large part 
of the most valuable ore lands of the Great Northern Railway system. 
By this transaction the Steel Corporation acquired control of ore 
reserves generally estimated from 400,000,000 to 500,000,000 tons, 
while more liberal estimates were nearly double these figures. Owing 
to the great importance of this transaction and its many distinguish- 
ing features, a brief account of it is desirable. 

The nucleus of the ore holdings of the Great Northern system was 
the so-called Wright & Davis ore property in St. Louis and Itasca 
counties, Minn. This included also a lumber railroad — the Duluth, 
Mississippi and Northern — which had extensions to the mining prop- 
erties discovered on this tract. 

This entire Wright & Davis property, including the railroad and 
certain timber and timber contracts, was sold early in 1899 to the 
Eastern Railway of Minnesota, a subsidiary of the Great Northern. 
The total consideration, as given in trade journals at the time, and 
apparently on reliable authority, was about $4,300,000. This was 
generally conceded to be a conservative valuation. 

These Great Northern ore lands apparently were not taken into 
consideration at the formation of the United States Steel Corporation 
in April, 1901. Not long after this, however, rumors became current 
that the Steel Corporation desired to secure this ore property. As 
early as 1903 the trade journals were talking of the probable consum- 
mation of negotiations between J. J. Hill and the Steel Corporation 
for a lease of these ore lands. It was reported at the time that Mr, 
Hill was demanding a guaranty that the Great Northern should re- 
ceive $1,80 per ton of ore delivered at Lake Superior, this covering 
80 cents for freight and $1 for the royalty. The deal, however, was 
not consummated at this time, 

Mr. Hill, acting for the Great Northern system, continued to pick 
up parcels of ore property in the Mesabi region until by 1906 he had 
acquired in all more than 65,000 acres, containing hundreds of mil- 
lions of tons of ore. 

On January 2, 1907, 39,296 acres of these Great Northern ore lands 
were leased to the Great Western Mining Company, a subsidiary of 
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the United States Steel Corporation, the performance of the stipula- 
tions of the lease being guaranteed by the Steel Corporation.' 

The Great Northern interests had also leased to various parties 
prior to December 7, 1906, 1,597 acres, leaving, after taking into 
account this lease to the Great Western Mining Company, a balance 
of 24,200 acres, which were not leased by the Great Northern to any- 
one. It will be noted, therefore, that the United States Steel Cor- 
poration's leasehold interest covered only about 60 per cent of the 
total ore lands of the Great Northern interests. 

Terms of the lease. — The lease provides that the Great Western 
Mining Company (Steel Corporation) shall mine, and diip via the 
Great Northern, a certain minimum tonnage yearly, this minimum 
increasing from 750,000 tons in 1907 to 8,250,000 tons in 1917, after 
which it is to remain fixed at that figure until the expiration of the 
lease, as follows : 



Tons. Tons. 



1907 750,000 

1908 1,500,000 

1909 2,250,000 

1910 3,000,000 

1911 3,750,000 

1B12 4,500,000 



1913 5,250,000 

1914 6,000,000 

1915 6,750,000 

1916 7,500,000 

1917' 8,250,000 



In the event of the Great Western Mining Company failing to mine 
and ship the required minimum quantity in any year, it nevertheless 
is to make payment for the full amount of the stipulated minimum. 
On the other hand, the Mining company is to be allowed certain 
credits in case its shipments in other years exceed the minimum; also, 
should it be found impossible economically to produce 750,000 tons 
of ore during the year 1907, the Mining company was to be relieved 
of that portion of the minimum represented by this deficiency, a cor- 
responding addition, however, to be made to the stipulated amounts 
to be mined during the years from 1908 to 1916.* 
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•And each year thereafter. 

■Of the stipulated minimum of T50.000 tons for lOOT, only 1.17,000 tons were actually 
mined. This tonnage, moreover, wrs produced by the Hill Interesta, who turned the 
proflla OTer to the Steel Corporation In return tor the payment by them of the stipulated 
royalty. There was a provlBlOD In the leaHe for deferring payment of the royalties for 
the year 1907 to any date prior to January 1, 1917. which the Steel Corporation might find 
convenient, but In the case of Boch delay the Steel Corporation was to pay the royalty 
stipulated In the lease for the year In which payment was made; that le, If payment were 
made In 1908 there would be an Increase of 3.4 cenis per ton, and a corresponding In- 
crease It payment were made In a subsequent year. (See p. 262.) 
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The Great Western Mining Company mines the ore and delivers it 
to the Great Northern Railway at the nearest convenient point for 
transportation to Superior, Wis., where it is delivered to the lessees 
on board ships at the docks. 

The lease as to the lands owned in fee by the Great Northern (see 
note, p. 261 ) is to continue until the Great Western Mining Company 
(Steel Corporation) has mined all ore containing 49 per cent or over 
of metallic iron, and upon the exhaustion of ore of such grade the 
lease is to be extended so long as the Steel Corporation desires to mine 
such ore as remains. As to the leasehold properties (subleased to the 
Great Western Mining Company by the Hill interests) , the term of 
the sublease in each case was to be the same as that in the original 
leases, less a period of three months. 

It should be noted that the Steel Corporation has the privilege of 
relinquishing the entire lease on January 1, 1915, on giving two years' 
written notice of such intention. 

Dried ore containing 59 per cent of metallic iron is the standard 
on which royalties are computed. For ore of this grade delivered at 
the dock at Superior, Wis., the royalty and transportation charges 
combined were fixed for the year 1907 at $1.65 per ton. A differential 
of 4.82 cents per ton on or off this base price was established for each 
increase or decrease of 1 per cent in the amount of metallic iron in 
the ore ( from ore of from 49 to 66 per cent, inclusive) , as follows : 
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Should the Mining company desire to mine and ship ore running 
less than 49 per cent in iron content, the total consideration is to be 
Sl.lO per ton, this covering the delivery at dock at Superior, Wis. 

The lease further provides that the royalty on the different grades 
of ore from 49 per cent and upward shall increase by 3.4 eent^ per 
ton each year during the life of the lease. 

The freight rate for ore on this railroad from the mines to Lake 
Superior has always been at a flat rate of 80 cents per gross ton. 
Therefore, of the total consideration — $1.65 per gross ton — for 59 per 
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cent ore in 1907 stipulated in this lease, 85 cents represents the mining 
royalty proper. The increase of 3.4 cents per ton in each succeeding 
year, it will be seen, is exactly 4 per cent of 85 cents. For ore of 
the other grades specified the annual increase in the royalty is the 
same, namely, 3.4 cents per ton; consequently, the percentage of in- 
crease for the lower grades is more than 4 per cent and that for 
the higher grades less. 

Mr. Hill, of the Great Northern, has been quoted as saying of the 
quantity of ore covered by the lease, "experts have figured it from 
400,000,000 to 600,000,000 tons, but it would not be surprising if 
operations would uncover 1,000,000,000 tans." 

The unusual character of this lease and the apparent reasons why 
it was entered into are discussed elsewhere. (See Chap. VI, p. 318.) 

Section 8. Acquisitions of coal and coke property since 1901. 

Lease of Pocahontas odal and coke properties. — Since its organi- 
zation the Steel Corporation has made very substantial additions to 
its holdings of coal and coke property. In December, 1901, it se- 
cured a lease of 50,000 acres of desirable coking-coal and fuel-coal 
property in the Pocahontas coal region- The preliminary report 
of the Steel Corporation for that year stated that with this acquisi- 
tion it was estimated that there was controlled by the subsidiary 
companies " a sufficient quantity of the best and cheapest coking coal 
lo provide, on the basis of present consumption, for the necessities 
of all the furnaces of these companies during the next sixty years." 
The royalty was at the rate of 10 cents per gross ton of coal, or 
15 cents per gross ton of coke. These were the usual rates of royalty 
in leases of coal lands in the Pocahontas district. The charge of 15 
cents per gross ton of coke is equivalent to 1S.4 cents per net ton, the 
unit commonly used in stating coke tonnages. The lease provided for 
the erection by the lessee of 1,000 coke ovens in the year 1902 and an 
additional 1,000 ovens in the years 1903 and 1904. The property is 
operated by the United States Coal and Coke Company, a subsidiary 
concern of the Illinois Steel Company. 

Other important ACQuismoNs of coal ano coke property. — In 
1902, as already shown, the Steel Corporation acquired a considerable 
amount of valuable coal and coke property through its purchase of 
the Union Steel Company {already described in sec. 2). The pur- 
chase of the Clairton Steel Company, in 1904, included approximately 
2,650 acres of coal lands in Fayette Comity, Pa. 

In April, 1905, an important addition to the Corporation's coal 
and coke property was made through the purchase by the H. C. Frick 
Coke Company of the Hecla Coke Company, which had 1,072 beehive 
ovens, and which held a lease on about 1,200 acres of desirable coking- 
coal land in the Connellsville region. In the same year the H. C. 

^'--c*'^ 
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Frick Coke Company also acquired a tract of 1,196 acres of coking- 
coal land in the same region at about $800 per acre. 

A tract of about 640 acres of coking-coal land in the Connellsville 
region was acquired in 1906. In 1907 an enormous addition to the 
coal profwrty of the Corporation and a very important addition to 
its coke property were made through the acquisition of the Tennessee 
Coal, Iron and Railroad Company, already described in detail in 
section 5. In the same year an additional interest of 36.4 per cent of 
the Hostetter- Connellsville ■Coke Company, of which the Steel Cor- 
poration had previously owned one-half, was secured. The Hostet- 
ter- Connellsville coke property included 700 coke ovens and approxi- 
mately 1,000 acres of coal lands in the Connellsville region. 

In 1909 and 1910 the Corporation acquired very extensive coal 
properties in Illinois and Indiana. 

An exceptionally important addition to the Corporation's coal 
property was made in June, 1911, through the purchase from the 
Pittsburgh Coal-Company of about 7,000 acres of coking-coal prop- 
erty, known as the Colonial Coke Company tract, this being improved 
property ; also about 9,000 acres of virgin or unimproved tracts of 
coal rights owned by the Monongahela River Consolidated Coal and 
Coke Company, the control of which is held by the Pittsburgh Coal 
Company. The total consideration was reported at approximately 
817,800,000, in the form of 5 per cent thirty-five-year guaranteed 
bonds. According to a statement issued hy the Pittsburgh Coal Com- 
pany interests, the developed coking-coal lands, which included about 
1,000 coke ovens, were transferred at an average consideration of 
$1,450 per acre, and the rights to the undeveloped coal property at 
$850 per acre. 



Section 9. The Gary, Ind., plant. 

Very important additions to the physical properties of the Steel 
Corporation have been made through new construction. The organ- 
ization of the company had hardly been perfected when important 
plans were made for the extension and modernization of its manu- 
facturing plants. A formal announcement in April, 1902, stated that 
the aggregate of such contemplated expenditures was in the neighbor- 
hood of $50,000,000, which it was proposed to secure through a bond 
issue in connection with the convei^ion of a portion of the preferred 
stock into funded debt. This plan, which is discussed elsewhere (see 
Chap. VIII), was delayed by litigation and was never carried out in 
its entirety. Nevertheless, the Corporation's earnings permitted the 
expenditure of large sums for construction. 

r Gnttol(^ 
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The most important single piece of new construction was the erec- 
tion of a new plant at Gary, Ind., through the Indiana Steel Com- 
pany, a subsidiary concern of the Federal Steel Company. 

The annual report of the Steel Corporation for 1905 contained the 

following reference to this plant : 

Although the capacity of the producing furnaces and mills 
located at Chicago and vicinity has been materially increased 
from time to time, it has not kept pace with the increased, and 
rapidly increasing, consumption tributary to this location; and 
therefore a large percentage of this tonnage is now supplied from 
eastern mills. In consequence of these conditions it has been 
decided to cons^truct and put into operation a new plant to be 
located on the south shore of Lake Michigan, in Calumet Town- 
ship, Lake County, Ind., and a large acreage of land has been 
purchased for that purpose. 

The annual report for 1906 stated that about 7,500 acres of land 
had been acquired for the plant, for the city of Gary, and for rail- 
road terminals. At that time the appropriations comprehended a 
plant of 8 blast furnaces, with the most modem equipment for un- 
loading and handling ore, 56 open-hearth furnaces, blooming mill, 
rail mill, various finishing mills and auxiliary plants, as well as a 
harbor and docks. The expenditure contemplated for the work 
definitely decided upon up to that time was $40,000,800, not including 
nearly $5,000,000 which had already been expended in 1906. It was 
stated that the plant would ultimately have an annual capacity of 
1,750,000 tons of finished steel. 

The annual report of the Steel Corporation for 1910 showed that 
almost $70,000,000 had been expended on this Gary plant up to the 
close of that year, as follows : 

For real estate and for development and conetruc- 
tlon work in the city of Gary, less credits for 

lands, lotB, and houses Fold 510.509,325.07 

53, 785, 876. 83 
5, 683. 493. 25 



The same report of the Corporation, in describing the progress of 
the work on the Gary plant, contained the following: 

The construction and development work at Gary, Ind., pro- 

f-essed continuously and satisfactorily during the year 1910. 
t the steel plant of the Indiana Steel Company 6 of the 8 blast 
furnaces constructed have been satisfactorily operated. Of the 
three units constructed, each comprising fourteen 65-ton open- 
hearth furnaces, two units have been in operation. The rail mill 
has been in operation since February 17, 1909; the billet mill 
since August 16, 1909 ; the 18-inch merchant bar mill since De- 
cember 16, 1909, and the 14-inch merchant mill since April 1, 
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1910. The axle plant is completed ; the 160- inch plate mill will 
be ready for operation by April 1, 1911, and the thr^ remaining 
merchant bar mills by May 1, 1911. Since the publication of the 
last annual report the construction of a continuous sheet bar mill 
was started. This mill will supply sheet bars for the sheet plant 
being constructed at Gary by the American Sheet and Tin Plate 
Company, a subsidiary of this Corporation. The new bar mill 
will be ready for operation by July 1, 1911, The by-product coke 
plant, construction of which was begun in June, 19(fe, is rapidly 
nearing completion, and it is expected the first battery of ovens 
will be placed in operation on or before April 1, 1911, This 
plant will have a total of 560 ovens of the Koppers type, and an 
annual capacity of about 2,500,000 tons. A gas-distributing 
system is being installed, by which all of the excess gas from the 
coke-oven plant will be utilized in the mill operations. 

The output of the Gary steel plant, of the Indiana Steel Com- 
pany, in 1910, was as follows: 729,072 tons of pig iron, 1,006,252 
tons open-hearth ingots, 485,142 tons open-hearth steel rails, and 
340,993 tons of shapes, merchant bare, and miscellaneous steel 
products. 
The construction of this great plant at Gary is of especial interest 
because it was entirely new and built as a model plant with the most 
modem equipment. A special feature of the plant is the large num- 
ber of departments for the production of finished materials, such de- 
partments, as the' foregoing excerpt indicates, being operated by the 
respective subsidiary concerns of the Steel Corporation. Two other 
noteworthy features of this Gary plant are the use of gas engines for 
the blast furnaces and the exclusive use of open-hearth furnaces for 
the production of steel. 

Section 10. Other important additions to plants throngh new oonstmotion. 

Other additions to the plants of the Steel Corporation through 
direct construction, as distinct from purchase, which are worthy 
of special mention, were the erection of two new blast furnaces and of 
mills for the manufacture of skelp and tubes by the Lorain Steel 
Company, at Lorain, Ohio; the construction of a new bridge plant 
by the American Bridge Company, at Ambridge, Pa. ; the virtual re- 
construction of the extensive McKeesport works of the National Tube 
Company ; the construction of a steel plant at Duluth, Minn., and the 
addition of very important cement works under the control of a 
subsidiary concern, the Universal Portland Cement Company. 

The Lorain tube plant involved a large expenditure. In 1904 more 
than $5,500,000 was expended on blast furnaces, with ore-handling 
machinery, skelp mills, and pipe and tube mills for this plant, while 
nearly $2,000,000 additional was later expended in completing it. 

The reconstruction of the McKeesport works of the National Tube 
Company involved an expenditure of several millions of dollars. 
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This is of some interest in view of the fact that it had been supposed 
that the plant was in first-class shape. The National Tube Company, 
it will be recalled, was one of the most prosperous of the various 
steel consolidations operating in the period just preceding the organi- 
zation of the Steel Corporation, {See p. 143.) 

DuLDTH STEEL PLANT. — The annual report of the Steel Corporation 
for 1910, in referring to this plant, said : 

Reference was made in the annual report for 1907 to the 
acquirement of a site for and the proposed construction of a 
moderate -sized steel plant at Duluth, Minn. During 1908 and 
1909 the work done in connection with this proposition consisted 
only of preparing the site for the steel plant, the acquirement of 
right of way for and some construction work on the terminal 
railroad connecting the proposed steel plant with all tnmk lines 
entering Duluth. In the early part of 1910 construction work 
was actively undertaken on both the steel plan£ and railroad. 
During the year. 1910 a total of $1,715,517.70 was expended on 
these properties. It is expected that further constnicfion will be 
prosecuted during 1911. The plant as proposed will include the 
following producing departments: Two blast furnaces, 7 open- 
hearth steel furnaces, one 40-inch blooming mill, one 28-mch 
and 18-inch rail and bar mill, 16-inch, 12-inch, and 8-inch mer- 
chant mill, and by-product coke plant of 90 ovens, together with 
the necessary complement of auxiliary departments, such as 
power plants, pumping stations, machine and other shops, etc. 

This Duluth steel plant is owned by a subsidiary corporation 
formed for the purpose, the Minnesota Steel Company, with an 
authorized capital stock of $1,000,000 owned by the Federal Steel 
Company. 

Portland cement business. — The Portland cement business of 
the Steel Corporation has been very greatly extended. The manu- 
facture of Portland cement as a by-product from blast-fumaee slag 
had been prosecuted in a modest way by the Dlinois Steel Company 
by the time the Steel Corporation was organized. The company's 
production rapidly increased, exceeding 1,700,000 barrels in 1905 as 
against 260,000 barrels in 1901. 

This development of the cement business led to the organization 
on October 1, 1906, of a new subsidiary company, the Universal Port- 
land Cement Company, which took over the plants previously owned 
by the Dlinois Steel Company, including a new plant at Buffington, 
Ind., and which also commenced the construction of additional works 
at Universal, Pa., and elsewhere, with the result that in 1910 the 
Corporation's output had increased to over 7,000,000 barrels. The 
capacity at the close of 1910, including that of new works under way, 
was given in the annual report of the Corporation for that year at 
12,000,000 barrels yearly. 
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It may be noted that this development of the cement business was 
a logical accompaniment of the steel business, since, on account of the 
increasing use of concrete construction, there was a very great de- 
mand for cement in the erection of buildings and for various other 
construction operations which also required large quantities of 
structural steel and merchant bars. 

In addition to these conspicuous instances of new construction, the 
Steel Corporation, of course, made a very great number of extensions 
and enlargements at different points. Indeed, these scattered in- 
stances of enlargement were in the aggregate probably much more 
important than the few exceptional instances specifically mentioned 
here. 

ADnITIO^'S to other property. — The company made large addi- 
tional investments in its transportation properties. As a rule these 
comprised normal extensions and improvements rather than new 
undertakings of exceptional interest. Mention may, however, be 
made of the construction of a branch line by the Duluth, Missabe 
and Northern from Alborn to Coleraine, Minn., a distance of 53 
miles, connecting with the Canisteo and other mines developed on the 
western end of the Mesabi Eange ; the construction of the Connells- 
ville Central line in the coal regions, the name of which was after- 
wards changed to Connellsville and Monongahela Railway; and the 
construction of the Newburg and South Shore Railway, a com- 
paratively short line, at Cleveland. Considerable additions were 
made to the equipment of the Steel Corporation's various railroads, 
and also to its dock facilities at various points on the Lakes. The 
steamship property of the Corporation also has been greatly added 
to, not so much in the number of vessels as in the substitution of new 
vessels of large capacity and most modem equipment for older and 
smaller vessels acquired in 1901. 

Section 11. Plant capacity of TTnited States Steel Corporation. 

Increases by acquisitions and by new construction down to 
THE CLOSE OF 1910. — ^An idea of the relative importance of the addi- 
tions to the manufacturing capacity of the iron and steel plants of 
the Steel Corporation by the various acquisitions described in this 
chapter, and new construction, down to the close of 1910 is afforded 
by the following table, compiled from official figures: 
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T*BLI1 S8,— ADDITIONS TO MANUFACTURING CAPACITY OF STEEL CORPORATION BY 
PURCHASE OF COMPETING CONCERNS AND BY NEW CONSTRUCTION, APRIL J, 1901, 
TO JANUARY 1, Iflll. 

[Note.— The edacity fiEUiea below are based on the assumptian that eTery department will be operated 
to ita mailmum capacity ducing the entire year, subject only to Dormol shutdowns for ordinary repahs 
and DverhauUhE. All tonnage figures sbown are gross tons. Penentsges, vblch are bused on original 
cspaidty In ISOI, were oompated by Bureau.] 
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This table shows at a glance that the additions to plant capacity 
through the purchase of competing concerns have been greatly over- 
shadowed by those effected through n^w construction. Thus, the 
total addition " to blast-furnace capacity by the Union, Clairton, 
Shelby, and Tennessee concerns combined was a little less than 30 per 
cent of the Corporation's original capacity in April, 1901, whereas 
the additions through new construction during this period exceeded 
88 per cent. Similarly, the additions to steel-ingot capacity (this 
covering three concerns, the Shelby concern having no steel works) 
aggregated less than 19 per cent as against an addition of nearly 
73 per cent through new construction. The increase in capacity of 
the rolling mills by these three acquisitions was nearly 20 per cent, 
whereas the increase due to new construction was 69 per cent. 

In addition to these increases in the capacities of iron and steel 
works proper down to the close of 1910, the Corporation had in- 
creased its capacity for the production of cement from 450,000 barrels 
to over 8,000,000 barrels (not including the capacity of new works 
under construction). 

Section 12. Production and TOlame of business of the Steel Corpora- 
tion, 1901-1910. 
The actual production of the Steel Corporation, as distinct from its 
capacity, for the entire period 1901-1910, is given in Table 30.' 
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It is apparent, therefore, that there has been a very great expansioTi 
of the production of the Steel Corporation in practically every im- 
portant department. Thus, in the case of ore the total production 
increased from 13,023,755 tons in 1901 to 25^45,816 tons in 1910, the 
highest for any year. 

The increase in coke production was from 8,967,969 tons in 1901 to 
13,649,578 tons in 1910, the production of the latter year, as in the 
case of ore, being the high-record figure. 

The production of pig iron (not including spiegel, ferroman- 
ganese, etc.) increased from 6,662,862 tons to 11,645,510 tons, the 1910 
figures again being the highest yet recorded, although in 1906 and 
1909 the production exceeded 11,000,000 tons. 

The production of steel ingots increased from 8,854,820 tons in 
1901 to 14,179,369 tons in 1910, the production of the latter year being 
well in excess of the previous high-record figure (reached in 1906). 
It is important to call attention in this connection to the very great 
increase in the production of open-hearth steel, which rose from 
slightly less than 2,750,000 tons in 1901 to over 8,380,000 tons in 
1910. The production of Bessemer steel, on the other hand, shows 
an absolute decrease during this period, from 6,109,306, in 1901, to 
5,796,223 tons in 1910. These figures well illustrate the transition 
that took place in the steel industry in this respect. 

The percentage increases in the Corporation's production of the 
raw materials and in the primary products for the period 1901-1910, 
given in Table 30, compare as follows : 



With respect to finished rolled products for sale the increase in 
production has been much less marked, the actual increase being from 
7,426,480 tons in 1901 to 10,733,995 tons in 1910, a gain of 3,307,515 
tons, or 44.5 per cent. 

Taking up these finished products in detail it will be seen that 
the output of steel rails in 1910 exceeded 2,100,000 tons as against a 
previous high-record figure (in 1906) of 1,982,000 tons. The 1910 
figures include the production of both the new Gary plant and of the 
Tennessee Coal, Iron and Railroad Company. 

It will be noted that the Corporation's output of tubing and pipe 
in 1910 was considerably smaller than the output of several preceding 
years. There was also some reduction in wire and wire products in 
1910 as compared with the output in 1909. These decreases are ap- 
parently in part attributable to the increase in competition in these 
departments. 

The great increase in the production of Portland cement has 
already been commented upon. It may be noted again that the 
production of 1910 of 7,000,000 barrels was very much less than the 
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capacity of the Corporation's plants for this product, including new 
construction in progress at th'e close of 1910. 

The ten-year period 1901—1910, while on the whole a distinctly 
prosperous one, included two years of marked depression, namely, 
1904 and 1908, In these years there were pronounced declines in the 
Steel Corporation's output. The reaction of 1901 was especially 
reflected in the production of ore and finished steel ; the production 
of pig iron in that year, on the other hand, showed a slight increase. 
The depression of 1908 was reflected in the figures of output in prac- 
tically every important product except cement. Thus, the output of 
ore decreased over 5,700,000 tons ; that- of coke over 5,300,000 tons, 
while the pig-iron output fell off 3,800,000 tons; that of steel ingots 
by more than 5,200,000 tons, and finished steel production by more 
than 4,100,000 tons; moreover, these large decreases were shown in 
spite of the fact that the considerable production of the Tennessee 
Coal, Iron and Railroad Company was included in 1908 for the first 
time. The year 1909, it may be noted, however, brought a recovery 
in all the raw and crude products above the large production of 1907. 
The output of finished rolled products in 1909, however, was some- 
what under the 1907 figures. 

These comparisons illustrate the abrupt changes which charac- 
terize the iron and steel industry. 

IV. PBESENT OBQANTZATION OF STEEL COBPOBATION. 

Section 13. Reorganization and coordination of the rarioas oonttitnent 
properties. 

In connection with the various acquisitions and extensions described 
in this chapter, the Steel Corporation undertook a rather compre- 
hensive rearrangement of its principal subsidiary concerns so as to 
place those plants manufacturing similar products, or those com- 
panies owning the same kind of property, under the control of cer- 
tain principal constituent concerns. This rearrangement obviously 
tended to facilitate a more efficient and economical operation of these 
properties. A particular advantage was the reduction in the number 
of high-salaried officials. As this rearrangement was generally ac- 
companied by a considerable reduction in the capitalization of the 
subsidiary concerns, tliere was also some saving in taxes on capital 
stock. 

Merger of oij> Carnegie, National Steel, and American Steel 
Hoop companies, — One of the most important of these rearrange- 
ments was the merger, on April 1, 1903, of the Carnegie Company of 
New Jersey, the l^ational Steel Company, and the American Steel 
Hoop Company under the New Jersey charter of the National Steel 
Company, the name being changed, however, to Carnegie Steel 
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Company. The capital stocks of the three older concerns aggregated 

$252,000,000, as follows : 

Carnegie Company , $160,000,000 

National Steel Company 59,000,000 

American Steel Hoop Comimny 33,000.000 



Total 252,000,000 

The capital stock of the new Carnegie Steel Company, however, 
was fixed at $63,000,000, or exactly one-quarter the total for the three 
older concerns combined. Apparently this capitalization was de- 
termined upon without reference to the value of the properties, but 
with a view to having a convenient basis for the exchange of the . 
stocks of the three constituent companies. The reduction in capitali- 
zation permitted a considerable saving in annual taxes and in 
fees. The principal object of the consolidation, however, was to 
secure economies of management by reducing the number of high- 
salaried officials and by the simplification of accounts. Moreover, 
as above suggested, there was a practical advantage in having all of 
these concerns directed from a single source. The Carnegie Company 
and the National Steel Company, as already shown in this report, 
were large producers of pig iron and steel billets and other heavy steel 
products. The Carnegie Company, moreover, produced merchant 
bars and other products similar to those made by the American Steel 
Hoop Company. Most of the plants of the Steel Hoop company, it 
may be noted, were conveniently located in relation to the plants 
of the National Steel Company and the Carnegie concern, so that 
the consolidation resulted in very substantial advantages from an 
operating standpoint 

The plants of the old National Steel and American Steel Hoop 
companies are owned in fee by the Carnegie Steel Company of New 
Jersey. The old Carnegie plants are owned by the Carnegie Steel 
Company of Pennsylvania. {See Exhibit 7, p. 407.) 

Merger of coke properties. — On the same date (April 1, 1903) 
the coke properties of the various subsidiary concerns of the Corpo- 
ration were transferred to the H. C. Frick Coke Company, the capital 
stock of which was increased from $10,000,000 to $20,000,000. There 
had previously been some unification of the coke properties, but prior 
to this date the Steel Corporation had maintained several other sub- 
sidiary coke concerns, namely, the Southwest Connellsville Coke Com- 
pany, which held the coke property of the Federal Steel Company; 
the American Coke Company, the coke concern of the American Steel 
and Wire Company; the Continental Coke Company, owning the 
similar properties of the National Steel Company ; and the United 
Coal and Coke Company and the McClure Coke Company. These 
subsidiaries had virtually been managed through the H. C. Friek 

■^ ' <^'Oiy.- 
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Coke Company, but their formal transfer to that concern resulted in 
distinct advantages from an operating standpoint. 

Merger of Sheet Steel and Tin Plate cx)mfanie8. — On December 
31, 1903, a further intercompany consolidation was effected through 
the purchase by the American Sheet Steel Company of all the prop- 
erty of the American Tin Plate Company. The name of the Sheet 
Steel company was changed to the American Sheet and Tin Plate 
Company. The capitalization of the Sheet Steel company was re- 
tained unchanged, but that of the Amefican Tin Plate Company was 
reduced from $40,325,000 to the nominal figure of $25,000. The con- 
solidation of these companies permitted much better coordination of 
sheet and tin-plate mills than was possible under their separate 
operation. 

CoNsoLmATiON OF TDBE W0HK8.— Another similar instance of inter- 
company rearrangranents was the placing of the plants of the Lorain 
Steel Company (at Lorain, Ohio, where a large tube plant was 
added) under the control of the National Tube Company. 

Mergeb of ore properties.— In 1904 all the various ore properties 
of the Steel Corporation were placed under the active control of the 
Oliver Iron Mining Company. 

Lease of Union Steel properties.— Another intercompany re- 
arrangement was the lease of the various properties of the Unitm 
Steel Company to other subsidiary concerns of the Corporation. Thus, 
the blast furnaces and the steel works were leased to the Carnegie 
Steel Company ; the wire plants to the American Steel and Wire Com- 
pany. The organization of the Union Steel Company was preserved, 
however, and the revenue from these leases went into its treasury. 
The arrangement, however, relieved the Union Steel Company from 
the direct operation of these plants, and thus effected a substantial 
saving in salaries and other expenses, while further contributing to 
the system atizati on of the operation of the various properties. 

Organization of export department by the Steel Corporation. — 
For some time after the organization of the Steel Corporation, each 
subsidiary company which had occasion to engage in export trade 
conducted ils sales independently of the others. In the latter part 
of September, 1903, however, the United States Steel Products Ex- 
port Company ' was formed to look after the foreign trade of all 
the various subsidiary companies of the Steel Corporation. The 
new company' acts as selling agent in the foreign trade for all the 
subsidiary concerns of the St«el Corporation. This organization 
of a special c<Hnpany was the result of an intention on the part 
of the Steel Corporation to develop the export trade more thoroughly. 
As a matter of fact, there was a marked increase in export business 
in 1904; this, however, was partly attributable to the < 
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condition of the domestic market in that year, which naturally led to 
a more serious consideration of the possibilities of foreign markets. 
With the return of greater prosperity in the home market, the export 
business fell off somewhat. 

Creation of new suBsroiAKiEs. — As already pointed out, in the 
construction of its great plant at Gary the Steel Corporation organ- 
ized a new subsidiary concern, the Indiana Steel Company, and simi- 
larly, in the case of its works at Duluth, it formed a local corporation, 
the Minnesota Steel Company. It also organized in 1907 the Great 
Western Mining Company to manage the ore properties controlled 
under the Hill lease. ( See p. 260. ) The incorporation of the Uni- 
versal Portland Cement Company may also be mentioned in this 
connection. This creation of new subsidiary concerns is in line with 
the character of the Steel Corporation as a holding company,^ ' 
Section 14. Constituent concemg of Steel Corporation on July 1, 1911. 

As a result of these various rearrangements and new acquisitions, 
the list of principal constituent concerns of the Corporation, the 
stocks of which were directly held by it on July 1, 1911, was as 
follows : 



Company. 
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I The batanee of the capital stock of Pittaburg Steamship Compao; ((7,668,300) la owned by Carnegie 
Steel Cotnpanr. 

It should be understood that the companies given in this list are 
simply the constituent concerns whose stocks are directly held by the 
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Steel Corporation, and that these constituent concerns, in turn, have 
a large number of subsidiary corporations, in addition to fee prop- 
erties. A statement of the subsidiary companies of these constituent 
concerns is given in Exhibit 7, on page 407. 

Several of these constituent companies, as well as many of their 
subsidiaries, had a large amount of indebtedness which is not here 
shown. A considerable part of this indebtedness was owned within 
the organization. 

The Carnegie Steel Company, as already shown, was a merger of 
the old Carnegie Company of New Jersey, the National Steel Com- 
pany, and the American Steel Hoop Company. The aggregate capital 
stock of these companies at that time was $252,000,000, whereas in 
the merger the capital stock was first fixed at $63,000,000. As a result 
of this reduction, the consolidated company entered surplus on its 
books to the amount of the capital stock thus extinguished, or 
$189,000,000. 

The Carnegie Steel Company (the present company) subsequently 
increased its capital stock by $2,250,000, or, as the above table shows, 
to $65,250,000. 

In the merger of the American Sheet Steel Company and American 
Tin Plate Company, as above shown, the capitalization of the old 
American Sheet Steel Company was continued unchanged, and that 
company entered on its books a surplus of $46,325,000, this being 
equal to the entire outstanding stock of the American Tin Plate 
Company. 

The table shows that the. present capitalization of the American' 
Bridge Company of New Jersey is $10,000,000. This is a reduction 
of $52,324,600 from the previous capitalization. This amount, there- 
fore, as in the case of the American Tin Plate and Carnegie com- 
panies, was written into the surplus account of the company. 

These are the only instances of reductions in capital stock. It may 
he noted that the Union Steel Company's stock is $20,000,000. Most 
of the properties of this concern, as already stated, are operated by 
constituent or subsidiary companies of the Corporation. The stock 
of the Lake Superior Consolidated Iron Mines has been increased by 
$462,508 since the Ste^l Corporation was organized, this amount rep- 
resenting the treasury stock issued since the acquisition of the com- 
pany by the Steel Corporation. The issued stock of the Pittsburg 
Steamship Company, which in 1901 was $1,330,000, has been increased 
to $7,880,000. 

The one-sixth interest in the stock of the Oliver Iron Mining Com- 
pany, which was subsequently acquired in 1901 (see p. 106), does 
not appear in this list for the reason that this fraction was transferred 
to the Carnegie Steel Company, which, therefore, now owns the entire 
stock of the Oliver concern, 

..CoD^Ic 



CHAPTER VI. 

ADDITIONS TO INVESTHENT Of imiTED STATES STEEL COBFOKA- 
TIOH SINCE 1901. 

. Section 1. Introductory. 

The valuation of $682,000,000 for the tangible property of the Steel 
Corporation at its organization in 1901, as computed in Chapter III, 
may fairly be regarded as substantially the investment in such tangi- 
ble property of the Corporation at that time, reduced to a cash basis. 
In order to obtain an estimate of the investment in such tangible 
property of the Corporation at the present time, it is necessary to 
ascertain the actual cost of the net additions since the company's or- 
ganization. These additions, as shown in the preceding chapter, have 
been made in two ways — first, through new construction and through 
other additions directly from earnings or from capital otherwise pro- 
vided; and, second, through the acquisition of competing concerns. 
By combining the cost of these various additions to the property 
(after certain allowances for depreciation; see pp. 292-309) with the 
original investment in the property in 1901, as already computed, an 
approximate total of the actual investment in the physical property 
of the Corporation at the present time is obtained. The value of such 
property, and especially of the natural resources, is referred to later. 
For the purposes of the present discussion, however, and of judging 
the reasonableness of the profits of the Corporation, which are dis- 
cussed in Chapter VII, a statement of the actual investment in, rather 
than the value of, its property is essential. 

It should be pointed out that in addition to the tangible properties 
of the Steel Corporation, its intangible assets have a value. Indeed, 
the very merging and coordinating of the various tangible properties 
of the Corporation imparts to them collectively a value somewhat in 
excess of the sum of the values of their tangible assets alone. The 
Corporation, in fact, contends that this " merger value," as it may be 
termed, is a very important factor in its total assets. Since, however, 
this merger value must be partly due to the restriction or elimination 
of competition, and since the portion thus created can not be segre- 
gated from that due to the introduction of economies, it is imprac- 
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ticable in this discussion to make any quantitative ailowance for 
merger value of any sort whatever. A brief consideration of this and 
similar factors is, however, taken up later. (See p. 326.) 

There will first be considered here the additions directly made from 
earnings, or from new capital, and then the cost of additions made 
through acquisitions of other concerns. 

Section 2. Cost of additions to Steel Corporation's property other than by 
purchase of competing concerns, 1901 to 1910, by classes. 

The Steel Corporation in its annual reports gives a summary of 
those direct additions to fixed property for each year which are 
charged to capital account. This summary classifies such expendi- 
tures by the following kinds of property: Manufacturing, ore, coal 
and coke, transportation, miscellaneous. 

In order to arrive at a statement of the total additions to the assets 
of the Corporation, account must, of course, be taken of the increase 
in other assets as well. These remaining assets are grouped in the 
balance sheets of the Corporation under the following heads: (1) 
Deferred charges to operations, representing chiefly advanced mining 
royalties; (2) investments; (3) sinking and reserve fund assets; (4) 
current assets, this including, in addition to the ordinary quick assets 
and inventories, sundry securities. 

In the following table are given the yearly additions to the fixed 
property of the Corporation ' (other than the original cost of the 
Union Steel Company, the ClaJrton Steel Company, and the 
Tennessee Coal, Iron and Railroad Company), together with the 
annual increases in its other assets, for the period from April 1, 1901, 
to December 31, 1910. For convenience in later discussion (see pp. 
313-323) the total additions for the period 1901-1907 are also given. 

It should be kept in mind that the additions to fixed property given 
in this table are gross amounts. Account must also be taken of the 
depreciation and exhaustion of the Corporation's properties during 
this interval. This matter is one of considerable intricacy. It is 
taken up in sections 5. and 6 of this chapter. 

ible 3:2 are aubBtantlaU; identical wltb tbe 
ta of the Corporafitin. In a ffw cftBes, howeTpr, thej 
pf cerlalD Itema whtcli In the annual reports are given 
n revislous made subseguent to their original publics- 
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Section 3. Cost of properties aoqnired throngh purchase of competing 
concerns. 

The additions to fixed property, as above stated, do not include the 
original cost of the fixed properties of the Union, Clairton, and 
Tennessee Coal, Iron and Kailroad companies, although they do 
include the subsequent capital expenditures upon these properties. 
In order to obtain a grand total of the additions to the property 
account of the Steel Corporation since its organization, therefore, it 
is necessary to add to these classified totals shown in the preceding 
table the original investment of the Corporation in the fixed prop- 
erties of the three concerns named. The current assets of these con- 
cerns are included in the totals already given, since the Bureaoi's 
statement of such assets is made up directly from balance sheets of the 
Steel Corporation. 

The Steel Corporation acquired a few other small concerns, such as 
the Troy Steel Products Company and the Trenton Iron Company. 
The cost of these acquisitions, however, is included in the yearly 
totals of capital expenditures given in Table 32, so that these minor ■ 
purchases need not be considered separately. 

In the case of the Union and Clairton steel companies, a distribu- 
tion of the original cost by the principal classes of property was made 
by the Steel Corporation itself, as noted below. No such distribution, 
however, was made in the case of the Tennessee Coal, Iron and Rail- 
road Company, and no classification need be made at the moment, 
since in the official estimate by the Steel Corporation of the value of 
its property at the close of 1907, already referred to, the property of 
the Tennessee concern is not so classified. 

The cost of these three concerns may now be briefly analyzed. 

Cost of Union-Sharon steel properties. — In payment for the 
Union Steel Company (which, it will be recalled, had just absorbed 
the Sharon Steel Company; see p. 202), the United States Steel Cor- 
poration guaranteed an issue of $45,000,000 of Union Steel Com- 
pany bonds. Of this total, $29,113,500 were issued at the time for 
the property, $8,512,500 were sold to the vendors to be paid for in 
cash at par under the agreement, while $3,500,000 were reserved to 
i-etire bonds outstanding against the Sharon properties, and $3,874,000 
were reserved for future construction and improvements. 

The aggregate cost of the fixed properties was stated by the Cor- 
poration at $30,860,501. Payment was made in the following manner. 
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Bonds of the UDion Steel Company (guaranteed by the 

United States Steel Corporation) $29,113,500 

Underlying bonds asBumed , 3,591,000 

Casli 497, 990 

Total 33, 202, 490 

Less liquid assets acquired 2,341,989 

Total cost fixed properties ' 30, S60, 501 

This total was allotted by the Corporation among the different 
classes of property acquired, as follows: 

Manufacturing properties $14,832,875 

Coa! and coke..,„ 6,104,207 

Ore ■ 8, 550, 607 

Transtxirtatlon 1, 004, 4t>3 

Miscellaneous 1 368,349 



The following is an excerpt from an official st&tem«it of the Cor- 
poration regarding the transaction : 

The Steel Corporation pay the exact cost of the manufacturing 
plants, to be determined By auditors appointed for that purpose. 
For the real estate, ore properties, and the coal lands tney will 
pay something more than the cost value, but not to exceed the 
present market value. The stockholders of the Union and 
Sharon plants agree to furnish about $10,000,000 new cash, to be 
expended in the completion of improvements and further devel- 
opment of the properties in such manner as the Steel CorpoTa- 
tion may determine. 

The manner of paying for the property will be by a bond issue 
of $45,000,000, secured on the property and the principal and 
interest guaranteed by the Steel Corporation. For the actual 
money put into the manufacturing property the stockholders 
will receive these bonds at par. For the value of real estate, ore, 
and coal they will receive bonds at par, and for the $10,000,000 
of new cash they will receive bonds at par. The remainder of 
the bonds will be kept in the treasury for use at some future 
time in such further development of the property as may be 
decided on by the Steel Corporation, 

The sellers' profit in the transaction arises solely from their 
profit in operating their plants to date, and in the increased value 
of their ore, coal, and real estate, which were purchased some 
time ago. 
There appears to be no reason to doubt the accuracy of the state- 
ment with respect to the manufacturing propertiea It seems prob- 
able that the investment in these manufacturing plants reached the 

■ This total Includes tbe coat of a mlDOFlty Interest In a. Bubaldiary coocern of tbe Sbnron 
Steel Compaay, Tbls parcel was purcbased ia 1903 and tbe coat is Included In tbe addi- 
tions for tbet year !□ Table 'i2. It Is included bere Cor convenience in dIscuaaloD, but U 
not duplicated in tbe final computation. (See Table 33.) 



, Cookie 



284 THE STEEL INDUSTRY. 

total of, roughly, $14,800,000, above stated. As previously shown in 
the discussion of the purchase of this concern, these properties were 
extensive. The combined blast-furnace capacity was about 2,500 tons 
daily, and the open-hearth furnace capacity was almost as large, 
while there was a large variety of finishing departments. 

This figure for the manufacturing plants includes the organization 
and capitalization expenses of the company, together with a little 
miscellaneous real estate. These items, however, were comparatively 
unimportant. 

The value assigned to transportation property, roughly, $1,000,000, 
does not appear to be unreasonable. It covered the Mercer Valley 
Kailroad, with 3 miles of main line and 30 miles of sidings about the 
works, and 2 steamers of 7,000 tons capacity each. 

The miscellaneous property' included some gas property and scat- 
tered real estate and tenements. The total amount assigned these 
properties is so small that it need not be analyzed. 

Therefore, except for the values assigned ore, coal, and coke prop- 
erty, it appears that these figures of cost may be accepted as a fairly 
accurate measure of the value of these Union Steel properties at the 
time of the transfer. 

As shown above, the coal and coke property went in at a total con- 
sideration of $6,104,207, and the ore property at $8,550,607. There 
can be no doubt that these valuations were excessive. 

The coal properties, with the price paid by the Steel Corporation 
for each principal parcel were as follows: 

Sharon Coke Company: 1,448 acres of coal land and about 300 
acres of surface fronting on the Monongahela River west of 
Lecrone $1, 388, 964. 66 



Republic Coal Company : Tract between Bufflngton and Browns- 
ville, containing 3,222 acres of coal and 511 acres of surface 
land 2, 880, 000. 00 

River Coal Company : 1,524 acres of coal and 179 acres of surface 
land near the Monongahela River, above Brownsville 720,000.00 - 



The difference between the amount paid for these coal lands and 
the total consideration given on page 283 represented the value of 
coke ovens, equipment, etc. 

If the surface holdings alone are taken at an average of $80 per 
acre, which appears to be sufficient, the value of the coal, per acre, 
in these three tracts would be, respectively, about $943, $881, and 
$463, or an average of $793 for the 6,194 acres contained in all. The 
river coal is spoken of as steam coal, but there was a. possibility of 
coking it ; the other is coking coal and probably the best which was 
obtainable at the time it was purchased by the Union and Sharon 
interests, but does not rank so high as that in the Connellsville basin 
proper. 
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The highest ascertained price for coking-coal land in this general 
territory up to that time was $500 per acre for 3,000 acres purchased 
by the Clairton Steel interests in November, 1902. The average 
price in this and two other fairly large purchases about this time 
was almost exactly $560 per acre, or $233 per acre less than the 
average price paid by the Steel Corporation for the three parcels 
above described. As these latter comprised, altogether, practically 
6^00 acres, the excess paid by the Steel Corporation over the aver- 
age price paid in the three other transactions mentioned amounted, 
in round numbers, to $1,450,000. This amount may be considered 
as indicating, in a rough way, the excessive valuation placed on these 
properties in this transaction, since the other purdiases above noted 
were made at just about the s&me time. This amount, however, 
would not represent the entire profit of the Union-Sharon interests 
on this coal property, since they probablj acquired most of it at much 
less than $560 per acre. 

The total consideration of $8,550,607 for the ore property was 
allotted as follows: , 

Sbaron mine and equipment $4,400,040 

Property of Donora Mining Company 4, 150, 567 



There can be little doubt that these valuations were very liberal. 
Allowing $550,607 to cover improvements and equipment — which 
amount probably is about correct — it may be considered that the ore 
itself (subject, in the case of some of the mines of the Donora Min- 
ing Company, to a royalty) cost $4,000,000 for each parcel. In the 
anifual report of the Steel Corporation for 1902 the total tonnage of 
ore covered by this purchase was given at approximately 40,000,000 
tons. This (see p. 214) agreed substantially with estimates current 
in the trade which placed the tonnage of the Sharon mine at 
21,000,000 tons, and that of the Donora mining properties at about 
20,000,000 tons. The Sharon mine was purchased in fee. On an 
estimate of, say, 20,000,000 tons for this mine the cost of the ore 
would have been 20 cents a ton.' Such a price, in cash, for a fee, 
was far greater than the average of fee prices for such properties. 
As already shown on page 208, a committee of mining interests 
stated in a brief to the Minnesota legislature as late as 1908 that the 
highest price which they had known to have been paid for ore in 
fee was 15 cents a ton. 

If all of the estimated tonnage of the Donora Mining Company 
properties (20,000,000 tons) had been owned in fee, the price paid 
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for these would have been almost exactly ihe same per ton as in the 
case of the Sharon mine. Two important mines of the Donora Min- 
ing Company, however, were leaseholds, and the equity of the lessee 
in such ore holdings was worth much less than the interest of the 
owner of the fee. This gives added force to the other indications of 
overvaluation. 

It will be recalled that the official announcement issued by the 
Steel Corporation stated that while the manufacturing properties had 
been taken over at their actual cost, the ore properties, coal lands, and 
real estate had been taken over at above the cost, but, it was claimed, 
at not more than the current market value. The price paid for these 
properties was very greatly in excess of the original cost to the Union 
Steel interests. Thus, the Sharon mine, for which. the Steel Corpora- 
tion paid approximately $4,000,000, exclusive of improvements, origi- 
nally cost the Sharon Steel Company, according to reliable trade 
reports, only $150,000. Undoubtedly, at the time of its transfer to 
the Steel Corporation it was worth a very much greater sum, since 
the amount of ore in the mine proved to be very much larger than 
(hat originally estimated. The original cost of the properties of the 
Donora Mining Company is not definitely known, but it was un- 
doubtedly but a small fraction of the price which was later paid by 
the Steel Corporation. 

There can be no question that the prices paid by the Steel Corpo- 
ration for both the coal and the iron-ore properties were considerably 
in excess of a fair valuation at the time of the transfer. The real 
significance of the transaction seems to be that the Steel Corporation 
desired to eliminate the competition of certain influential interests 
back of the Union concern, particularly that of Mr. Frick, and that 
the amount necessary to induce these owners to retire from such com- 
petition was, in effect, charged against the ore and coal. Nevertheless, 
the amount of this overvaluation, when compared with the enormous 
value of the assets of the Steel Corporation as a whole is not impor- 
tant, and the Bureau has entered these properties in its computation 
nt the actual cost to the Corporation. 

Ci-iiRTON Steel PURCHASE.-r-The properties acquired through the 
purchase of the Clairton Steel Company have already been described 
in Chapter V, (See pp. 254— 2.t5.) The terms of this purchase were 
gi\en in the annual report of the Steel Corporation for 1904, where 
it was stated that the Corporation paid to the vendors $1,000,000, 
par value, in the Corporation's 10-60 year 5 per cent bonds, which 
had been acquired by it for this purpose in the open market at 
$813,850, and that in addition the Corporation guaranteed the out- 
standing bonded indebtedness of ihe Clairtoa concern to the extent 
of $10,230,000, as follows : 



sdbvGoogIc 



UNITED STATES STEEL COEPOEATION. 287 

Olfllrton Steel Company 5 per cent mortgage bondB $5, 000, 000 

St. Clair Furnace Company first-mortgage bonds 2, 980, 000 

St. Clalr Steel Company flrat-mortgage bonds 2.250,000 



In addition to these there were outstanding against the properties 
of the Clairton Steel Company and its subsidiary companies the fol- 
lowing bonds and mortgages : 

St. Clair Termimil Railroai! Company first-mortfiage bonds $1,000,000 

Eeal-estafe mortgagee : 1,666,715 



Willie these latter Ixinds and mortgages were not guaranteed by 
the Steel Corporation, they were a lien against important parts of 
the property acquired by it, and therefore they practically represented 
an addition to the cost of the acquisition. 

In addition to tlie fixed property, the Corporation acquired with 
the plants working assets at par to tlie amount of $2,951,005, making 
the indicated cost of the fixed properties $10,759,560, as follows : 

Steel Corporation 5 per cent bonds ($1,000,000) at coat $813,850 

Bonds of the Clairton Steel Company, St Clair Furnace Company, 

St. Clair Steel Company, guaranteed 10,230,000 

St. Clalr Terminal Railroad Company bonds and real-estate mort- 
gages, not guaranteed 2, 606, 715 



Total 13, 710. 565 

Net working assets 2,951,005 



Cost of fixed properties to Steel Corporation.. 



This total cost of the fixed property was distributed by the Cor- 
poration as follows : 

Manufacturing 86,915,196.94 

Iron ore.- 1. 170. 79T. 81 

Coal and coke 1.365.557.95 

Transportation 1, 093, 163. 01 

Miscellaneous (limestone and town site) 208,844.11 



lV)tal cost of flsed property 10,759,560.42 

The Bui^au has accepted this cost as representing an equivalent 
addition to the investment of the Steel Corporation, The plants of 
the Clairton concern had a capacity of about 475,000 tons of pig iron 
annually and about 400,000 tons of steel. The company had extensive 
ore properties, over 2,600 acres of desirable coking-coal land, and 
considerable terminal railroad property. These facts and the further 
fact that the company was in the hands of receivers at the time of 
its acquisition suggest that the price paid was not unreasonable. As 
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in the case of the Union properties, the price was in the form of 
bonds.' 

Total cost of fixed property of Union and Clairton coii- 
FANLES, — In the following table the cost of the fixed properties of the 
Union Steel Company and the Clairton Steel Company are com- 
bined. The current assets are not included in this table, for the 
reason that they have already been included in Table 32, since such 
total current assets were arrived at by comparing the balance sheets 
of the Steel Corporation from year to year. 
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re given eicludes an item of »579,8C» lor a minority 
Ing been acquired until 1903 and l>eing included la 
32, page 230. This explains the difference betneen 
ties and the ore and thoseatatedonpagessa. 



Purchase of Tboy Steel Products Company and other small 
CONCERNS.— Reference has already been made in Chapter V to the ac- 
quisition by the Steel Corporation of the Troy Steel Products Com- 
pany and the Trenton Iron Company. These acquisitions have been 
taken account of on the books of the Steel Corporation through the 
additions to fixed property given in Table 32. Since these purchases 

i^lC may be noted that the actual iaveatment made in these Clairton properties by the 
original owocre at the time of tbe transCei. as computed by the Steel Corporation, was 
(17,663,287,09, distributed as follows : 

Monutacturfng plant $10, 294, 774. 06 

" " 1, 093, 163. 61 

1, 305, 5S7. 96 

1, 749. 942. 47 
1,891.41 

210, 736. 52 

14, 712, 282. 20 

2. 951, 004. 89 

17, 663, 287. 09 

While this apparently expresBee the actual investment In the Clairton properties by 
the former owners (this amount including additions made only by incurring certain 
Indebtedness, which, however, was assuined by (hose interests), the Bureau has deemed 
it proper to consider the value of the Investment at the time of transfer as fully repre- 
sented by the cost to the Steel Corporation. 
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were made on a cash basis and since they were relatively unimportant, 
they do not call for detailed analysis or criticism, and both the total 
cost and the distribution as made by the Steel Corporation have been 
accepted by the Bureau. 

It is worth while, however, to make passing reference to certain cir- 
cumstances connected with the acquisition of the Troy Steel Products 
Company, noted on page 250. The price paid for this concern was 
$1,100,000. The company had been unsuccessful, and, in fact, had 
been sold under reorganization in August, 1895, John D. Rockefeller 
and H. H. Rogers, both of whom were at that time directors in the 
United States Steel Corjioration, were interested in the Troy Steel 
Products Company. It is impossible to say whether their connection 
with the two concerns had any influence upon the purchase or on the 
price paid, but it is proper to repeat that the plant had been idle for 
several years prior to this transfer, and that it was never operated by 
the Steel Corporation. It should be stated, however, that the stock- 
holders of the Steel Corporation were specifically advised of the con- 
nection of these directors with the Troy concern in a notice of a meet- 
ing at which this transaction was submitted to them, and that they 
approved the purchase. 

The acquisition of the Trenton Iron Company was such a smaU 
matter that it need not be discussed in detail. 

Cost op Tennessee Coal, Iron and Kaiiboad Compakt's pi^nts. — 
As previously stated, the Steel Corporation in its reports has not dis- 
tributed the cost of the Tennessee Coal, Iron and Railroad Company 
by the principal classes of property. Furthermore, in the official 
estimate of the value of tlie different kinds of property by the Steel 
Corporation as of January 1, 1908, given on page 314, the property 
of this concern is not distributed. No apportionment of this price, 
therefore, need be made in this discussion. At the moment it may 
simply be repeated, as shown in Chapter V, that the total cost 
of the Tennessee Coal, Iron and Railroad Company's fixed property 
at the date of acquisition on November 1, 1907, as entered in the 
Steel Corporation's balance sheet of December 31, 1907, was $48,- 
961,208.83. ■ There was expended during the months of November and 
December, 1907, on constniction work on the Tennessee company's 
properties, $984,886.74, thus making the total cost of the fixed prop- 
erty up to the close of December, 1907, as carried on the Steel Cor- 
poration's balance sheet, $49,946,095.57. 

The value of this Tennessee company's property has been the sub- 
ject of much dispute. It has been argued, on the one hand, that the 
property was worth much less than it cost, and, on the other, that the 
Steel Corporation acquired this property at what was virtually a 
forced sale. The stated cost of the fixed property to the Steel 
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Corporation on November 1, 190Y, of $48,961^08.83, was arrived at 
by the Corporation as follows : 

Table 34.— .\NALTS1B OF COST OF FIXED PROPEKTT OF TENNESSEE COAL, 
IRON ANIJ R.ilLRO.iD COMPANY TO UNITED STATES STEEL CORPORATION AS 
OF NOVEMBER 1, 1907. 
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In explanation of this table it may be noted that the total cost o£ 
$48,961,208.83 is the book cost of the Tennessee Coal, Iron and Kail- 
road fixed properties, after certain adjustments made by the Steel 
Corporation, plus the excess ($4,942,807.64) paid for the stock of that 
company by the Steel Corporation over its par value. , This cost 
applies only to fixed properties. The excess of $4,942,807,64 is 
arrived at by counting $30,000,000 of United States Steel bonds 
directly issued from the Corporation's treasury at their par value, 
but counting the remaining $5,407,000 delivered in part payment 
at the actual cost to the Steel Corporation in the open market, 
namely, $4,684,977.64; a small amount of cash ($632,656) was also 
paid as part of the total consideration. It should be understood, 
therefore, that the total cost of $35,317,632.64 for the Tennessee com- 
pany's stock, as given, in this table, is not a cash equivalent price, 
since the market value of the total bonds delivered in payment for 
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the Stock would have been considerably less than $35,317,632.64, the 
amount here entered, as these bonds at that time were sdling at 
only about 86 per cent of their par value. In fact, at the market 
value of the bonds issued, the total consideration was almost exactly 
equal to the par value of the Tennessee company's stock purchased. 

The valuation of the fixed property, as per the books of the Ten- 
nessee Coal, Iron and Railroad Company, after the adjustments made 
by the Steel Corporation, was made up as follows: 

Plants and equipment $15,382,233.71 

Real estate !__„ 26, 525, 143. 93 

Birmingham Soiithern Railroad - 1,442,698.11 

Land and town-site companies 280,063. 90 

Potter Ore Company ' 398,000.00 

Totiil ' 44, 037. 139. 60 

This book valuation of $lo,38'2,234 for the plants, wliich does not 
include the sites, seems rather liberal, and likewise that of $26,525,144 
for the real estate, which also covers the extensive mineral lands of 
the company (except for the Potter Ore Company), seems high. It 
is true that the mineral resources of the company were enormous, 
both with respect to ore and coal. However, the vast amount of such 
resources in this region and the somewhat restricted market demand 
therefor resulted in a very low market value for them, and it is a 
very fair question whether these mineral properties and detached 
real estate of the Tennessee company could have been readily sold 
for cash for $26,500,000. 

The price paid for the stock, as above given, namely, $35,317,633 
(chiefly in bonds) , indicates an average price of $116 per share. The 
book value of this stocli, as indicated by the balance slieet of October 
31, 1907, before the adjustments made by the Steel Corporation, was 
104 per cent of its par value. The stock had sold on the New York 
Stock Exchange for some years at very considerably above these fig- 
ures. For the two j'ears prior to its sale to the Steel Corporation the 
average price was about $146 per share. The stock was, however, a 
very speculative security, so that the market quotations are not a very 
satisfactory guide. Moreover, the price of the stock would, of course, 
be influenced by intangible considerations which are not taken ac- 
count of by the Bureau. Nevertheless, it is fair to consider these 
market quotations in connection with the discussion of the tangible 
assets. It appears also that certain of the chief holders of this stock 
who made the arrangements for exchanging it for Steel Corporation 
bonds stipulated that all the holders of this stock should have the 
privilege of exchanging on the same terms ; and it also appears that 
practically all holders of this stock availed themselves of these terms, 
' It should be observed that thlB la not the cost to the Steel Corpo^stiaa. 
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aithoiigh some, at least, were under no financial necessity of doing so. 
It should be kept in mind that the Steel Corporation, by this ac- 
quisition, eliminated a competitor of growing importance, and that 
the price paid may have been swelled on this account. 

Taking all the evidence together, it seems probable that while the 
price paid may have somewhat exceeded a fair valuation of the prop- 
erty the discrepancy would not be of sufficient importance to call for 
a detailed analysis. 

SectioiL 4. Total gross Qdditioiui to the investment of the Steel Corpora- 
tion, 1901-1910. 
The original cost of the fixed properties of the three concerns 
above discussed and of the additions made directly, as per Table 32, 
page 280, are summarized below. 
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1 Includes city of Gary and railroad property. This is. the hook coat. 

* Original coet to Steel Corporation of fl]ied property plus sii1>sequent additions. 

I Sondry adjustments Dot distiihuCed by clasBcs of property. 

Section 6. Depreciation allowances of the Steel Corporation. 

As already made clear, the additions to the fixed property of the 
Steel Corporation above given are gross; that is, they do not allow 
for depreciation (including exhaustion and obsolescence). In order 
to arrive at the net investment at any given time, therefore, it is 
necessary to consider this question of depreciation. This is a matter 
of considerable importance and one which is not readily intelligible 
from the annual reports. 



UNITED STATES BTBEL CORPORATION. 293 

The Steel Corporation has written off very large amounts from 
Ihe book v&lue of its fixed property. Thus, whereas the total capital 
expenditures on its fixed property down to the close of 1910 (ex- 
clusive of the original cost of the Union, Clairton, and Tennessee 
Coal, Iron and Railroad purchases) was $371,285,674, the company 
wrote off from such property no less than $329,892,199, or nearly 90 
per cent of the additions. 

These large amounts thus written off, however, do not represent 
exclusively true depreciation of the physical properties of the Steel 
Corporation, Instead, a large part of these amounts really represent 
arbitrary deductions intended to offset the inflated valuations at 
which the property is carried on the Steel Corporation's books. 
{See p. 295.) 

In factj the Corporation itself has stated that the amounts written 
off its property account on the balance sheet afford no real indication 
of the actual depreciation of its physical properties. The bureau, 
therefore, made a careful study of this question of depreciation with 
officials of the Corporation. 

General principle on which depreciation is computed. — Before 
discussing the problem in detail it is desirable to make clear the 
general principle which governs the depreciation charges of the 
Steel Corporation and its subsidiary concerns. 

In the first place, the depreciation and exhaustion charges proper 
are based upon the original investment in the physical properties by 
the constituent concerns, and not upon their replacement cost. This 
is a fundamentally correct method. In the second place, a distinc- 
tion is made between true depreciation as computed by the subsidiary 
companies on their book investment in the various physical proper- 
ties and the so-called depreciation written off by the Corporation 
itself from its own books because of the higher values assigned some 
of these properties on such books to offset its own inflated capitali- 
zation. For example, suppose a subsidiary company was capitalized 
at $25,000,000 but that the Steel Corporation had issued its stock 
for this subsidiary company to the amount of $50,000,000. Under 
these circumstances the property account of the subsidiary company 
would have to be increased on the books of the Steel Corporation 
in order to balance the larger amount of securities issued by tiie latter. 
The subsidiary company would arrive at its depreciation provisions 
on the basis of its investment figure at $25,000,000. However, these 
provisions would be an entirely inadequate allowance for the Steel 
Corporation in respect to this particular property because of the 
higher valuation at which it carried the same property. Therefore, 
the Steel Corporation must and does write off from its books further 
sums in addition to those provided by the subsidiaries; otherwise 
it would not be conserving its own capital (or what it considers to 
be its own capital). , . , 
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These further sums, however, assuming that the provisions of the 
subsidiary companies were properly arrived at, do not represent true 
depreciation or exhaustion of physical property, but, instead, are 
simply bookkeeping provisions necessary to maintain the nominal 
investment of the Steel Corporation intact. In other words, they 
amount to writing down water in the Steel Corporati<Hi's capitali- 
zation. While this procedure is eminently proper, and in fact de- 
sirable from the Steel Corporation's standpoint, accepting its organi- 
zation on the basis actually followed, these further sums should be 
disregarded in the Bureau's calculation, which is expressly aimed to 
establish an investment which would exclude the water as well as 
intangible considerations. A part of these further provisions is in 
the form of sinking funds of the Steel Corporation's own bonds, but 
a considerable part is written off the property account from surplus. 

So far as the amounts written off for bond sinking funds are con- 
cerned, it is apparent that these have no necessary correspondence 
to depreciation requirements, since they are usually governed by the 
terms of the indentures and can be considered as representing depre- 
ciation only on the ground that the amounts otherwise provided are 
not sufficient. The Steel Corporation's sinking-fund provisions are 
admittedly not necessary to provide for depreciation in the value of 
the physical property. The sinking-fund provisions of some of the 
subsidiary companies, however, may for convenience be treated as 
the equivalent of depreciation, although not necessarily such in 
principle. 

The book value of the various properties in the Steel Corporation's 
accounts is not itemized in such a way as to show the valuations as- 
signed particular properties or classes of property; therefore, the 
property account of the Steel Corporation can not be compared in 
detail with the property accounts of the several constituent concerns. 
However, practically the entire excessive or increased valuation of 
the property as entered on the Steel Corporation's books to balance 
its capitalization may be regarded as applicable to natural resources, 
particularly ore and coal. This is, indeed, admitted by the Steel 
Corporation itself. Moreover, this is indicated by the valuations of 
the various properties as shown in the Hodge suit, and also in the 
Corporation's 1907 appraisal, discussed subsequently. That is to say, 
the properties other than natural resources are carried on the Steel 
Corporation's books at approximately correct valuations and, there- 
fore, the depreciation provisions of the subsidiary companies for 
these classes of property do not have to be increased by the Steel 
Corporation itself, but, in the case of the natural resources, the Steel 
Corporation must, because of the inflated valuations at which it car- 
ries these propertie-s write off further so-called depreciation allow- 
ances in addition to those made by the subsidiary concerns. Fol- 



• -UNITED STATES STEEL CORPOBATION. 295 

lowing is a statement by an official of the Steel Corporation on this 
point: 

The seTeral subsidiary companies have, except as to iron ore 
and fuel, been charging out depreciation in their own accounts 
on basis of the values placed upon all of the various classes of 
property as listed in the Corporation's appraisal of January 1, 
1908. These valuations are in all cases the original construction 
cost (estimated if actual not known) of the improvements or 
other property subject to depreciation. In respect of iron ore 
and fuel, the subsidiaries have charged depreciation on basis 
only of their own respective investments in those properties. 

On the foregoing basis, therefore, the subsidiary companies 
have been charging sufficient depreciation to cover the exhaustion 
transpiring in the capital investment as represented in the Steel 
Corporation's appraisal of 1908, except as to the two classes of 
property named, viz, iron ore and fuel. Now, this difference, 
1. e., the difference between the depreciation charged out by the 
■subsidiaries, and the pro rata depreciation which should be 
charged out on basis of the investment as represented by the par 
of Steel Corporation stock and bonds, is covered by the charge 
for bond sinking fund on United States Steel Corporation 
bonds made by the latter company in its own accounts. As the 
depreciation charges made by the subsidiaries are based upon 
investment valuations for all properties as represented in Steel 
Corporation's appraisal, except as to ore and fuel, it follows 
that the dep'reciation allowances made by United States Steel 
C-orporation proper in its own accounts through bond sinking 
fund charges, must cover the depreciation taking place, through 
exhaustion, in the appreciated values for ore and fuel as repre- 
sented by the difference between the investment in those classes 
of property per the books of the subsidiary companies and the 
value thereof as represented in United States Steel Corporation 
securities. 
. , Since, however, as just stated, the Bureau is considering the actual 
investment and not the inflated invej'tment shown on the books of the 
Steel Corporation, no further attention need be paid to these so- 
called additional depreciation provisions made by the Steel Corpora- 
tion itself, which, as just stated, are practically equivalent to writing 
down the water in its capitalization. The provisions made by the 
subsidiary companies themselves may now be taken up. In doing 
this it will be convenient to discuss briefly the provisions for the 
maintenance and improvement of the Corporation's properties as a 
whole. These provisions fall under four general classes — (1) ordi- 
nary maintenance and repairs; (2) extraordinary replacements; (S) 
depreciation and exhaustion allowances; (4) new construction and 
capital expenditures. 

Ordinary maintenance and repaies. — The expenditures for ordi- 
nary maintenance and repairs were defined by the Corporation as 
follows : 

Charges to " repairs " comprehend expenditures incurred in 
keeping in repair all operating machinery and equipment; also 
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cost of replacing broken and worn-out parts. In the case of a 
billet mill, it would include repairs to heating furnaces, soakine 
pits, charging and drawing cranes and machinery ; engines, roll 
trains and roll tables, ingot buggies, shears, shear tables, mill 
cranes, and hydraulic machinery; motors and electrical ma- 
chinery ; scales, scrap conveyers, etc. ; in short, all cost of re- 
pairing and maintaining the so-called " active " portion of the 
manufocturing equipment. 

Charges to "maintenance," on the other hand, are restricted 
to the parts of a mill which are less directly involved in the 
product of a mill, or at least are not influenced to the same 
extent by the output. Maint^iance charges might be high in a 
month when but little product is made. The account includes 
cost of repairing and maintaining mill buildings and roofs, 
trestles, tracks, track scales, fences, sidewalks, cleaning and 
keeping yards and roadways; repairs and maintenance of sewers 
and gas mains, subways and viaducts. It also includes all cost 
of appliances for fire protection and the cost of operating these. 
There is also this difference between the "repair" and "main- 
tenance " account, namely, that the latter includes charges in 
the nature of maintaining yards^ fences, roadways, buildings, 
etc., which are general to the entire plant, while " repairs " are 
always specific; in fact, for short, we frequently distinguish the 
one as " product repairs " and the other as " general repairs." 

From this statement it would appear that the ordinary maintenance 
and repair expenditures alone go far toward maintaining the prop- 
erty in a state of efficiency. This is, moreover, indicated by the pize 
of these expenditures, which for the ten-year period aggregate, 
roughly, $259,000,000 (1901 figures being estimated, at $14,000,000, 
because exact data have never been compiled), as follows: 

TiELB 36.— ANNUAL EXPENDITURES OF UNITED STATES STEEL CORPORATION 
FOB ORDINARY MAINTENANCE AND REPAIRS, BY CLASSES OF I 
190 1-1 BIO. 
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The expenditures for ordinary maintenance and repairs on the 
Tennessee Coal, Iron and Railroad properties during the three years 
1908-1910, which are included in the above, were as follows: 

Manufacturing $3,560,984 

Iron ore l 825. 367 

Coal and coke 1, 656, 935 

Railroad 745,881 

Miscellaneous 74, 638 



Extraordinary replacements. — The nature of the extraordinary 
replacement and renewal funds is indicated by the following state- 
ment taken from the Corporation's annual report for 1904, regarding 
the funds maintained for such expenditures : 

These funds are used to improve, modernize, and strengthen 
the properties. They are not lised for ordinary maintenance, 
repairs, and renewals (such expenses are included in current 
operating costs), but for the rehabilitation of departments and 

filants through entire rebuilding or rearrangement, the instal- 
ation of labor-saving devices, and the substitution of improved 
and modem machineiT', equipment, facilities, etc., for obsolete 
types, etc. They are designed to. provide for the current depre- 
ciation and obsolescence which is constantly taking place in the 
physical condition of a property, but can not be definitely cared 
for by replacement or substitution from year to year. 
The expenditures for extraordinary replacements are essentially 
depreciation charges. They are not, however, exclusively so, be- 
cause in some instances a portion of the amount so expended repre- 
sented net capital additions to the property. The expenditures for 
blast-furnace relining, which are charged directly into the cost of 
operation through a stated allowance per ton for every ton of pig 
iron produced, may also "be considered in the nature of depreciation. 
Depreciation and EXTiNoniSHMENT fund. — A further part of the 
provisions for depreciation and exhaustion (more especially the 
latter) is made through what is known as the " depreciation and 
extinguishment fund." Certain amounts are set aside from the earn- 
ings to this fund each year. Such provisions are intended chiefly to 
represent the exhaustion of natural resources, like ore, coal, and nat- 
ural gas. A very small part may represent depreciation of other 
property. The expenditures from this fund are not, however, neces- 
sarily applied to the replacement of such properties, but may be 
used for any purpose to which the Corporation sees fit to apply them. 
Other depreciation provisions. — In addition to these provisions 
for extraordinary replacements, the Steel Corporation provides for 
a certain amount of depreciation through the bond sinking funds of 
subsidiary companies. While, as already stated, the retirement of 

4525°— 11 21 
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bonded debt through sinking funds does not necessarily have any 
relation to the depreciation of property, for convenience it may be 
assumed that, in the absence of suiBcient depreciation charges through 
other means, amounts so set aside for the redemption of bonds are 
equivalent to allowances for depreciation. This is the view taken by 
the Steel Corporation with respect to the sinking-fund operations of 
several of its subsidiary companies, and it has been accepted by the 
Bureau, in the main, so far as these companies are concerned, for tiie 
practical reason of convenience. It should be emphasized, however, 
that the Bureau is not indorsing the principle that the redemption of 
bonds through sinking funds affords any real measure of the true 
depreciation of the property. 

The expenditures for ordinary maintenance and repairs are charged 
directly into the cost of production. This, as just stated, is also true 
of the provisions for blast-furnace relining. The provisions for 
extraordinary replacements and renewals likewise are charged by the 
Corporation to earnings and are not capitalized.' 
. The capital expenditures by the Corporation, which are designated 
as " construction expenditiires," are over and above these other charges. 

SectloiL 6. Analysis of the depreclatioiL allowances of the Corporation. 

The total provisions for depreciation, exhaustion, and obsolescence 
made by the Steel Corporation's subsidiary companies during the 
period 1901-1910 — this not including, for reasons already explained, 
the arbitrary amounts written off by the Steel Corporation itself, 
nor the provisions for sinking funds for the Corporation's own 
bonds — were $241,295,477^; this includes blast-furnace relining pro- 
visions of $19,569,636. The great bulk of the total represents 
amounts set aside from earnings to the various funds above discussed, 
particularly the extraordinary replacement fund, the depreciation 
and extinguishment fund, and the bond sinking funds of subsidiary 
companies; in a few instances there were special provisions in addi- 
tion to these. 

The amounts thus provided by even the subsidiary companies them- 
selves, however, exceeded in some cases the necessary allowance for 
depreciation and exhaustion of the physical properties. This is ad- 
mitted by the Steel Corporation itself. In the aggregate, it was 
decided after discussion with the Corporation that substantially 
$38,285,000 of the amounts thus provisionally set aside was unneces- 
sary. In order to arrive at a corrected or true total of the estimated 



a Item of $385,181 representing Interest on varloua depce- 
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physical depreciation, exhaustion, and obsolescence of the physical 
properties it is necessary therefore to deduct this excess from the 
total of $241,295,477 above given. This is done in the following 
table, which gives the total provisions from all sources for deprecia- 
tion, exhaustion, and obsolescence by classes of property, and also the 
blast-furnace relining provisions and expenditures. In the second 
column are given those portions of the amounts thus provisionally 
set aside which have been designated as unnecessary and excessive. 
The third column (which represents the difference between the pro- 
visional amounts as stated in the first column and the excessive 
amounts given in the second column) sliows, therefore, the approxi- 
mate true depreciation and obsolescence of the various classes of 
property. The fourth column shows the amounts actually expended 
on these properties during this interval to make up such depreciation 
and exhaustion, and the fifth column shows the unrestored balance, 
■which, therefore, represents what may he termed the " net accrued," 
or net outstanding, depreciation at the close of the ten-year period, 

Tablb 37.— -revision OF DEPRECIATION AND OBSOLESCENCE CHARGES OP SUB- 
SIDIARY COMPANIES OP THE UNITED STATES STEEL CORPORATION. 1901- 
1910. 

[These flgnres do not Include eerlain provisions by the StppI Cnrporation Itself tor Bo-called 
dep rectal Ion, but which reallj' arp not depreciation. See teit.l 
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TlBUt 37,— BEVI8ION OF DEPRECIATION AND ORSOLESCENCE CHAB0E8 OF SUB- 
SIDIARY COMPANIES OF TUB UNITED STATES STEEL CORPORATION, 1901- 
1910— Coal in ned. 
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TiBLB 37.— BKVI8I0N OF DEPRECIATION AND OUSOLESCENCE CH,U10ES OF SUB- 
BIDI.UtV COMPANIES OF TIIK UNITED STATES STEEL rORPORATION, 1901— 

1910— Contlnaed. 
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TiBLB 37.— REVISION OF DEPRECIATION AND OBSOLESCENCE CHARGES OP SUB- 
SIDIARY COMPANIES OF THE UNITED STATES STEEL COKPOEATION, 1901- 
1910— ConUnued. 
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Fr<Mn this table, therefore, it will be seen that the estimated 
deterioration or exhaustion of the physical properties of the Steel 
Corporation during the entire period from April 1, 1901, to December 
31, 1910, including an allowance for obsolescence, and also including 
blast-furnace relining, amounted to $203,000,000, this being the 
amount after excluding that portion of the provisional allowances 
which was regarded as unnecessary. Of this total a little over 
$113,500,000 had actually been made good by expenditures upon these 
various properties, leaving a balance of about $89,500,000, which may 
be termed the net accrued or net outstanding depreciation on Decem- 
ber 31, 1910, This latter figure, it should be kept in mind, includes 
an allowance for obsolescence. This obsolescence is not always ap- 
parent in the physical condition of the property but must nevertheless 
be allowed for in order to avoid unduly large depreciation charges 
at some future period. 

By deducting the amounts which represent the net accrued or net 
outstanding depreciation from the sum of the original investment 
plus subsequent capital expenditures, the total net investment in the 
fixed properties of the Steel Corporation at the end of 1910 may be 
established. It will be understood, of course, that in so far as the 
estimated depreciation or deterioration of the property is made good 
by actual expenditures thereon, to this extent the assumed reduction 
in the value of the property has been restored ; therefore, to arrive at 
the actual condition of the property at the end of 1910, obviously 
there should not be deducted from the gross investment the full 
amount of the estimated depreciation, but simply the balance not 
made good, or, as it is here called, the net outstanding depreciation. 
(See p. 299.) 

Before doing this, however, it is worth while to analyze the figures 
of adjusted or true depreciation given in the preceding table by 
classes of property, with a view to determining whether or not these 
amounts are reasonable and proper. 

Mandfactubino pkofebties. — The total estimated true deprecia- 
tion of the manufacturing properties, including blast-furnace relining 
(but excluding the Tennessee Coal, Iron and Kailroad Company), is 
$107,060,053, or an average of $10,980,518 per year for the entire 
period. The original investment in these manufacturing prop- 
erties, as shown on page 188, has been placed at $250,000,000, and 
the subsequent additions, including the original cost of the Union 
and Clairton companies, as well as the cost of the Gary property, for 
the entire period were $221,459,144.* The average investment in these 
manufacturing properties (exclusive of the Tennessee concern) has 

'There Ib Incruded In thla total the InvpBtment o( the Gary plant Id terminal railroad 
property, but the amount of this Is not large enough to affect the calculations here nuide t* 
a Blgnlflcant eitent. 
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been approximately $359,000,000. Of this amount, however, probably 
not less than $50,000,000, on the average, represents the value of land 
on which, taken as a whole, there has been no depreciation, but in- 
stead a rather marked appreciation. Deducting this figure gives an 
average of $309,000,000 for the average investment in manufacturing 
plants (steel works, blast furnaces, etc.). The average annual true 
depreciation of $10,980,518, above given, is equivalent to 3.6 per cent 
on this estimated average investment {excluding land). This, at first 
si^t, may seem rather low. However, during this period the expen- 
ditures for ordinary maintenance and repairs upon these manufac- 
turing properties, again excluding the Tennessee Coal, Iron and 
Railroad properties, aggregated approximately $176,300,000 (the 
expenditures in 1901, which have never been compiled, being esti- 
mated). Adding this figure to the total depreciation of $107,060,053, 
above given, gives a total for maintenance, repairs, depreciation, and 
obsolescence combined, of $283,560,053, and an average of about 
^9,000,000 per year, which is equivalent to 9.4 per cent on the aver- 
age indicated investment of $309,000,000. The Bureau is of the 
opinion that this is sufficient to fully maintain the property and allow 
for all actual depreciation and obsolescence. 

It will be recalled (see Table 29, p. 269) that the total pig-iron 
capacity of the Steel Corporation, other than that acquired through 
the Tennessee Coal, Iron and Railroad purchase, was increased dur- 
ing the period from April 1, 1901, to December 31, 1910, by about 
105 per cent, and its steel-ingot capacity was increased by 86 per cent, 
while its capacity for finished steel products was increased by over 
83 per cent. Besides this, as already shown, there was an enormous 
increase ih the capacity of the Corporation's cement works. The total 
gross expenditures upon its manufacturing properties during this 
period (including the original cost of the manufacturing properties 
of the Union and Clairton concerns, as given in Table 35, p. 292) 
was about $221,450,000. This, it will be seen, is, roughly, 88^ per cent 
of the total estimated value of $250,000,000 for its manufacturing 
properties in 1901 as computed by the Bureau. In other words, an 
addition of 88^ per cent to its investment in these manufacturing 
properties resulted in an increase of, roughly, from 83 to 105 per cent 
in their capacity, this not including the great increase in its cement 
department. These figures do not fairly state the case, since, in 
additi<)n to this great increase in capacity, there has been extensive 
modernization of plants, which greatly increased their efficiency.^ 

' It should be pointed out that the figures of Increase in capacity here glveo Include the 
Shelby Steel Tube Company, while the locrease in iaypstnieat does Dot, since that concern 
has he«n treated aa one of the original conetKuet 
earn was ho smal], however, that this method o 
the comparison here made. 
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These figures show, therefore, that the increase in capacity has been 
rather more rapid than the increase in capital investment. In view 
of this fact and of the other evidence presented, it appears certain 
that the adjusted or so-called true depreciation allowances of $107,- 
060,053 for these manufacturing properties, as shown in Table 37, are 
quite sufficient. 

Iron-oee properties. — The estimated exhaustion and depreciation 
of the iron-ore and timber properties, after adjustments (again ex- 
cluding the Tennessee property), as shown in Table 37, was $30,- 
293,497. This is over and above ordinary maintenance and repair 
expenditures on the same properties of approximately $3,200,000. 

A part of this item of $30,293,497 represents depreciation of mining 
improvements and mining equipment, and a small part the exhaus- 
tion of timber property. The great bulk of it, however, nominally 
represents the exhaustion of the ore itself. During the period from 
1901-1910, inclusive, the Steel Corporation's production of Northern 
(Lake) ore was 176,500,000 tons. Had all of this item of $30,293,497 
represented exhaustion, therefore, it would have been equivalent to 
about 17 cents per ton. Even allowing for the other considerations 
just noted, this allowance appears to be excessive on the basis of 
valuation arrived at by the Bureau, It will be recalled that in 
Chapter III the value of the ore property of the Corporation 
in 1901 was placed at $100,000,000. This included the improve- 
ments, the book investment in which at that time was approximately 
$9,000,000. Deducting this amount leaves a total of $91,000,000 for 
the ore itself (taking fee ore and leaseholds collectively), which, on 
the accepted basis of a deposit of 700,000,000 tons, would be equiva- 
lent to 13 cents per ton. This, however, takes the fee ore and the 
leaseholds collectively. So far as the fee ore is concerned, it has 
been shown that a fair valuation in 1901 would be somewhat less 
than 15 cents per ton, and it is not likely that the subsequent pur- 
chases of fee ore by the Corporation would bring the average of all 
its fee holdings above that figure. So far as the leaseholds are 
concerned, any such average would be greatly excessive, since, as 
pointed out in Chapter III, the value of the equity in these lease- 
holds held in 1901 can not be considered as worth more than 6 cents 
per ton. The average investment in the leaseholds subsequently se- 
cured was somewhat higher, but the average investment, in all the 
leased mines which the Corporation operated, during this period 
would undoubtedly be much less than 10 cents per ton. 

It is important to point out that the great bulk of the production 
of the Steel Corporation's ore thus far has been from leased mines 
and not from fee properties. In the case of leaseholds secured with- 
out the payment of a bonus the Steel Corporation does not have to 
provide for the exhaustion of the ore itself (which is a matter that 
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concerns the owner of the mines, the lessor) , but simply has to pro- 
vide for the depreciation of its mining improvements and equipment. 
Where a bonus was paid, the Corporation properly should provide 
for its extinguishment as well as for the improvements subsequently 
made. Granting that bonus payments in later years were somewhat 
higher than those prevailing in 1901, the average investment in all 
leasehold properties of the Corporation operated during the entire 
period covered would be very small. 

Therefore, since most of the production thus far has been from 
leased mines, it is certain that if exact data were readily available 
the allowance made by the Steel Corporation for exhaustion of its 
ore might be substantially cut down. However, the amount of the 
reduction, while considerable in itself, would be relatively unim- 
portant as compared with the total investment in the ore property, 
and, moreover, such an analysis would require a vast amount of 
detailed information. For these reasons it was deemed better to allow 
the estimated depreciation and exhaustion of the ore property to 
stand instead of revising it. 

Coal ano coke properties. — Tlie estimated true depreciation and 
exhaustion of ihe Corporation's coal and coke property, exclusive of 
Southern coal and coke property, during the period from April 
1, 1901, to December 31, 1910, as will be seen from Table 37, was 
$21,220,98C. This was over and above expenditures of something in 
excess of $12,000,000 on the same properties for ordinary maintenance 
and repairs. The great bulk of this item of $21,220,986 represents 
the exhaustion of coal in the ground, although a portion of it repre- 
sents depreciation of coke ovens and other equipment. The amount 
which may be regarded as the exhaustion proper, is equivalent to 
about 10 cents per ton for coking coal in the ground ; the depreciation 
of coke ovens and other equipment, and the exhaustion of other coal 
make up the remainder. Taking good Connellsville coal land at an 
average cost of $1,200 per acre, and assuming an average yield per 
acre of 10,000 tons, the value in the ground would be about 12 cents 
per ton. This average, however, is undoubtedly somewhat in excess 
of the true cost of the Corporation's Connellsville coal ; therefore an 
allowance equivalent to 10 cents per ton for exhaustion of such coal 
seems sufficient. 

Railroad properties. — The estimated depreciation of the railroad 
property, as given in Table 37, after revision, was $26,636,266. This 
includes an allowance of $6,712,612 for obsolescence. The estimated 
depreciation seems too high in view of the very liberal expenditures 
for ordinary maintenance and repairs, which, for the ten-year period, 
were, roughly, $54,000,000 (estimating the 1901 expenditures at 
$2,000,000 and excluding the Tennessee property in both instances). 
It is a fair question, in view of the large expenditures for maintenance 
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and repairs, whether anything should be allowed for depreciation of 
this property. However, since there is a reasonable doubt on this 
point, the Bureau has allowed the adjusted amount in its calcula- 
tions. 

This estimated depreciation of $26,636,266 and, likewise, the net 
outstanding depreciation of $18,972,689 include the above-mentioned 
allowance of $6,712,612 for obsolescence, as distinct from depreciation 
proper. Ordinarily, it has not been possible to show what has been 
allowed for obsolescence specifically, but the records of certain rail- 
roads were kept in such a way as to permit this. It is probable that 
the Corporation is justified in the case of certain of its railroads in 
making some allowance for <^solescence. With respect to its Lake 
ore railroads in particular, it is the opinion of the Corporation's ex- 
perts that when the ore is eventually exhausted there will be very 
little business for these railroads and that they will lose the great 
bulk of their value. This is a debatable question, and, moreover, the 
probable life of the ore deposits extends so far into the future as to 
call for only a very small amount of obsolescence per annum at best. 
While, however, the allowance actually made seems somewhat exces- 
sive, nevertheless the Bureau has not reduced it. 

The Steel Corporation takes the position that whUe it is justified 
in deducting this estimated obsolescence from its earnings, no de- 
duction should be made from the investment so long as these rail- 
roads are in active operation. In other words, the Corporation con- 
tends that the provisions for obsolescence, while deducted annually 
from the earnings, should not be deducted from the investment until 
a distant date when the so-called estimated, or expected, obsolescence 
becomes an accomplished fact. 

The Bureau has not accepted this view of the Corporation, although 
admitting that the question is a debatable one, but instead has de- 
ducted this amount from the investment as well as from the earnings. 
(See p. 340.) 

Steamship propeeties. — The estimated true depreciation of the 
steamship properties, it will be seen, was $9,697,348, or at the rate of 
almost exactly $1,000,000 a year for the nine and three-fourths year 
period. During this interval, moreover, several millions of dollars 
were expended upon these properties in ordinary maintenance and 
repairs. 

It will be recalled that the value of the steamship property of the 
Corporation at its organization in 1901 was placed at $20,000,000. 
On this basis, without allowing for subsequent additions, the depred- 
ation allowance here given would amount to almost exactly 5 per cent 
per annum. This does not appear excessive. On the other hand, in 
view of the fact that the ordinary maintenance and repair expendi- 
tures cover a good many items which might possibly come under the 
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head of depreciation, it has been accepted as sufficient. Gf this total 
estimated true depreciation of $9,697,348, only $5,115,123 had been 
made good, leaving a net outstanding depreciation of $4,582,225. 

Miscellaneous fixed properties. — The estimated depreciation of 
these miscellaneous properties (chiefly detached dock property, 
natural gas, and Hmestone), aggregating $5,245,967, appears reason- 
able and may be'accepted without discussion. 

Tennessee Coal, Ibon and Raii£oad Company's propertieb. — In 
the case of these properties, the total provisions for depreciation were 
allowed to stand without deduction. 

Summary. — It would appear, therefore, that the revised allowances 
for true depreciation of the various properties, while liberal, are in 
the mftin reasonable, and they have been used by the Bureau. As 
already shown, a considerable part of this estimated depreciation, 
exhaustion, and obsolescence had been made good by actual expendi- 
tures on the property. Therefore, in order to ascertain the true 
investment in the properties at the close of 1910, there should be 
deducted, not the total amount of the true depreciation as thus esti- 
mated, but^only that portion of such amount which had not actually 
been made good up to that date; in other words, the so-called un- 
restored balance, or net outstanding depreciation. The total of this 
amount for all properties, as already stated (including blast-furnace 
relining), was $89,481,674. 

Section 7. Net additions to the tangfible property of the Steel Corporation, 
1901-1910. 

Fixed properties. — The net outstanding depreciation above ar- 
rived at covered not only the original property of the Steel Cor- 
poration but also the additions thereto up to the close of 1910. For 
convenience, however, this outstanding depreciation may be set 
against the capital additions to the fixed properties of the Corpora- 
tion, as given in Table 35, page 292, in order to arrive at what may be 
called the total net additions to such property during this period. 
This is done in Table 38, on page 310, below, which gives first the 
total gross capital additions, as stated in Table 35, then the deduc- 
tions for net outstanding depreciation as given in Table 37, leaving 
a total which represents net capital additions to these fixed properties 
for this period. 

Net additions to other assets. — In the case of the assets other 
than fixed properties, the figures of increases given in Table 32, on 
page 280, are net. It may be noted that the net current assets, as 
there stated, include in the inventories certain bookkeeping profits 
which have been nominally made by some subsidiary concerns on the 
sale of such materials or products to other subsidiary companies, 
but which have not been actually realized because such products 
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have not been sold to an outside interest. The Corporation in its 
annual reports since 1904 has deducted such " locked up " or " de- 
ferred " profits, as they may be called, from its operating profits 
before arriving at what it terms its net earnings. This matter is more 
fully discussed in the chapter on profits. (See p- 333.) Had the 
Bureau adopted the Corporation's present practice of deducting the 
deferred intercompany profits in inventories fronr the earnings, a 
corresponding deduction from the investment would also have been 
necessary. While the Corporation's practice in this respect is con- 
servative, for the purposes of this discussion the Bureau determined 
not to deduct deferred intercompany profits from the earnings, nor 
to make the corresponding deduction from investment. The table 
showing the net additions to the investment from 1901 to 1910 
follows : 
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I Includes city of Gary and r^lroad property. The figure Is the construction cost. Depreciation ot 
this plant is included in the Qguies given above. The total amount o[ iiccrued depreciation— not includ- 
ing cerUda amounts for tetmlnal railroad property ohich could not be segregated— was 11,239,393. 

t Oti^nal cost of dxed property plus subsequent additions. 

'Excluding an item of 1385,181 which could not be distributed. 

Section 8. Total investment in tangible property of Steel Corporation, 
December 31, 1810. 

In the following table the total net additions to the property of the 
Steel Corporation from 1901 to 1910, as given in Table 38, are added 
to the investment of the Corporation on April 1, 1901 (see Table 23), 
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thus giving what may be regarded as the total investment in the 
properties of the Corporation at the close of 1910; as previously 
noted, the cost of the Gary plant and of the Tennessee Coal, Iron and 
Railroad Company are stated separately instead of being distributed. 
In this table the other assets are given by classes and in exact figures, 
1 of in a single round sum, as in Table 23. 
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It should be repeated that the Bureau's figures of investment do 
not necessarily represent the value of such investment in 1910. So 
far as the properties other than natural resources — ore, coal, natural 
gas, and land — are concerned, it is reasonably safe to place the value 
at about the known cost, after allowing for depreciation in the man- 
ner above explained. With respect to the natural resources of the 
Corporation, however, the case is different. In some instances 
the value may have decreased or disappeared altogether. ,ln 
general, however, the value of these classes of property, particu- 
larly of ore property and land, has increased. Undoubtedly, this - 
increase in the value of the ore (and, to a less extent, of the coking- 
coal property) has been due in considerable measure to the great 
concentration of ownership of such property during the past ten 
years and, to no small extent, to the very substantial concentration 
of such ownership in the hands of the Steel Corporation alone- This 
matter is discussed elsewhere. (See p. 325.) At the moment it iAr- 
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desired simply to emptiasize that the mere addition of the cost of 
such natural resources, secured since April, 1901, to their estimated 
value on that date may not give a fair indication of their value at 
the present time. The following table gives the net investment in 
the property of the Steel Ckirporation at the close of each year from 
1901 to 1910, arrived at by adding to the original investment in 1901 
the gross additions as given in Tables 32 and 33 and deducting from 
the combined results the net accrued or outstanding depreciation as 
g^ven in the last column of Table 37. The current assets as given 
are net. (See note 7 to Table 32.) 

TiBLB *).— TOTAL INVESTMENT OF STEEL CORPORATION IN TANGIBLE PKOPEBTY. 
AS REVISED BY BUREAU, BY CLASSES, AFTER DEDUCTIONS FOR NET ACCRUED 
DEPRECIATION, AT CLOSE OF EACH YEAR, 1901-1910. 
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111 Table 44, on page 328, this net investment is stated in the form 
of a constructive balance sheet. The property account is there given 
in total instead of by classes, while the current assets are given 
in gross as well as the current liabilities instead of simply stating 
the net current assets as in Table 40. 

Section 9. Comparison of BnreaTi's figures of investment in tangible prop- 
erties of Steel Corporation at the close of 1907 with the Corporation's 
estimate of their value on that date. 
Before discussing further the indicated investment of the Corpora- 
tion at the close o£ 1910, it is desirable to present the figures of in- 
vestment up to the close of 1907, for the reason, already noted, tbat 
the Steel Corporation itself made an appraisal of its properties as 
of that date. This appraisal was apparently made with considerable 
care. The various properties of the Corporation were itemized in 
great detail. The figures for manufacturing properties were largely 
based on the known or estimated construction cost and not on an en- 
gineering appraisal. The real estate and natural resources, however, 
were entered at the estimated current value. The real estate was 
valued separately from the improvements thereon, while in the case 
of ore properties the holdings were carefully scheduled and the 
tonnages estimated, Ijoth by ranges and by qualities. 

-This valuation by the Corporation of its various properties at 
the close of 1907 is compared in Table 41 with the investment in 
these properties as computed by the Bureau, this being arrived at 
by adding to its figures of value on April 1, 1901, the net additions 
thereto up to the close of 1907, computed in the same manner as in 
Table 38. The Corporation's figures, like those of the Bureau, take 
accoimt of depreciation. 
4525°— 11 22 
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Table 41.— BUREAU'S ESTIMATE OF INVESTMENT IN PROPERTY OF STEEL Ci 
TION AT CLOSE OF 1907 COMPARED WITH CORPORATION'S ESTIMATE OF VALUE AT 
THAT TIME. 
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It will be seen at once from this table that the most marked differ- 
ences between the investment as computed by the Bureau and the 
valuation as arrived at by the Corporation occur in the case of the 
iron-ore property (including timber) and the coal and coke property. 
In the former the excess of the Corporation's figure over that of the 
Bureau is more than $521,000,000, while the excess in the case of the 
coal and coke is nearly $47,000,000. 

The Corporation's valuation of its manufacturing properties 
naturally agrees very closely with that of the Bureau because the 
Bureau's figure was partly based upon that of the Corporation. 
(See p. 188.) Moreover, the Corporation's figures for these manu- 
facturing properties are stated to be substantially the construction 
cost. The real estate, however, was put in at the appraised current 
value. 

It may be noted that blast-furnace valuations frequently ran in 
excess of $750,000 per furnace, and in some instances above $1,000,000; 
some of the larger furnaces, in fact, were valued at more than 
$1,500,000. 
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The land valuations often were very high. Thus, land in the Pitts- 
burg district was frequently valued at $20,000 per acre, in several 
cases at as much as $50,000, while in one instance the valuation ran 
as high as $300,000 per acre, and there were several instances where 
the valuations were as much as $100,000 per acra The extreme prices 
named were for exceptionally valuable parcels of real estate, some- 
times in central locations in a city. However, the figures generally 
indicate a liberal basis of valuation. 

The Corporation's appraisal value of its transportation properti^, 
it will be noted, exceeds the Bureau's figure of investment by about 
$18,000,000. This, on the whole, is not an extraordinary difference, 
but the Bureau regards its own figure as sufficiently liberal. 

The Bureau's figure for the Gary plant is the Corporation's figure 
of construction cost. It will be observed that this is given in a single 
total, and not classified. The Gary plant has no ore or coal prop- 
erty, and the great bulk of the investment is in manufacturing plants. 
It has, however, an extensive investment in transportation property, 
and some investment in miscellaneous property. Since, however, the 
Corporation in its appraisal did not classify this property, it was not 
necessary for the Bureau to make a distribution of the total cost. 
The depreciation of this plant is not shown separately, as complete 
data were not available; the total amount (see note 1, p. 310) was 
small. The Bureau, for reasons already stated, entered the Tennessee 
Coal, Iron and Eailroad property at its cost as computed by the Cor- 
poration, including expenditures made after the purchase in 1907. 
(See p. 289.) 

The excess of approximately $47,000,000 in the Corporation's figure 
for its coal and coke property over that of the Bureau is pi-incipally 
due to the fact that the Corporation was dealing with an appraised 
valuation whereas the Bureau's figure largely represents the invest- 
ment cost (in other words, the valuation in 1901 plus the actual cost 
of subsequent additions), and does not allow for any appreciation 
during this interval. As a matter of fact, there had been some 
appreciation in this property, although perhaps not to the extent 
claimed by the Corporation, A part of this appreciation, it should 
be noted, must be attributed to the concentration of the most desir- 
able coking-coal lands in the hands of the Steel Corporation. 

An idea of the liberal basis upon which coal and coke valuations 
were computed by the Corporation may be obtained from the mere 
statement that considerably more that one-half of its coking coal 
was entered at an average valuation of $1,750 per acre, while the 
lowest valuation for any coking coal, with the exception of a small 
tract of about 250 acres, was $1,200 per acre. The latter valuation 
applied to coking coal in the so-called Klondyke region. Its steam 
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coal was put in at $350 per acre. These valuations are undoubtedly 
high. 

The bulk of the coke-oven property of the Corporation was valued 
on the basis of $1,400 per oven. AltKough this covered improvements 
to mines, machinery, and equipment, this average nevertheless seems 
high. 

In the case of the miscellaneous fixed property the Bureau's figure 
of investment is $26,236,798, as against an appraised valuation by 
the Corporation of $19,619,052. The excess of the Bureau's figure 
over that of the Corporation is partly due to the fact that the Bureau 
undoubtedly allowed a very liberal valuation for the natural-gas 
property in 1901, namely, $20,000,000, the full amount claimed by 
the Steel Corporation in the Hodge suit. (See p. 182.) In this 
1907 appraised valuation, on the other hand, this natural-gas prop- 
erty was valued by the Corporation at only about $10,300,000. While 
the property had suffered considerable exhaustion during this period, 
nevertheless the Corporation's appraisal in 1907 was on a very much 
more conservative basis than that in 1902. The Corporation, in fact, 
claims that its 1907 valuation was altogether too conservative, and 
that these natural-gas properties were easily worth $20,000,000 to 
$25,000,000. 

Therefore, as in the case of the Corporation's estimate submitted 
in the Hodge suit in 1902, the principal difference between its figures 
and those of the Bureau in this comparison for 1907 lies in the item 
of iron ore. As just shown, the excess of the Corporation's estimate 
of the value of its ore property over the Bureau's estimate of the 
investment in that property at the close of 1907 is approximately 
$521,000,000, It may be conceded that the Bureau's figure of invest- 
ment somewhat understates the value of this ore property on that 
date, since it is known that there had been some appreciation in the 
value of iron-ore properties during the period from April 1, 1901, 
to December 31, 1907. An accurate valuation of the ore property ' 
of the Corporation at the close of 1907 is an extremely difficult mat- 
ter because of the effect of the great concentration of ownership or 
control of ore property upon such values. Where a very few holders 
own or control the great bulk of a given natural resource of this sort, 
and are indisposed to sell, the values may not only be artificially 
enhanced but also difficult to determine. 

It is unnecessary and somewhat impracticable to attempt a quanti- 
tative valuation of the ore property of the Steel Corporation in 1907, 
because of the influence of concentrati,on of control just noted. How- 
ever, it is very easy to show that the valuation of approximately 
$640.000,000' claimed by the Corporation is grossly excessive. Of 
the total as stated, approximately $607,000,000 was for the ore itself 
(taking fee property and leaseholds together), as distinct from the 
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improvements. This valuation covered a total of approximately 

1,182,000,000 tons, thus giving an average of 51 cents per ton (taking 
fee ore and leaseholds collectively). This total tonnage, it may be 
noted, does not include the extensive deposits acquired through the 
Hill lease, discussed below ; on the other hand, nothing was entered 
in the Corporation's valuation for this Hill ore property except for 
certain expenditures for development work and for advanced 
royalties. 

Any such average valuation of 51 cents per ton for the ore prop- 
erty of the Steel Corporation at the close of 1907 is inadmissible. 
This valuation could easily be discredited by discounting the aver- 
age rate of royalty on new leases taken out during the period from 
1901 to 1907, computed in the same way as has already been done 
in discussing the value of the original ore property of the Steel Cor- 
poration in Chapter III. (See pp. 216-228.) Such a detailed discus- 
sion, however, is unnecessary. Convincing evidence that this valu- 
ation of $607,000,000, claimed by the Steel Corporation for its ore 
in 1907 is excessive is afforded by the mere statement of the actual 
cost of this ore property. Thus, the total capital expenditures by 
the Corporation upon its ore property from April 1, 1901, to the 
close of 1907, before deducting depreciation, were $38,600,000. Of 
this total approximately $19,000,000 represents the expenditure for 
ore, including fee and leasehold properties collectively as distinct 
from improvements. By this expenditure of approximately $19,- 
000,000 (of which nearly $9,000,000 was for the Union and Clairton 
ore) the Steel Corporation added to its ore reserves (again taking 
fee properties and leaseholds together) several hundred million tons 
of ore, this again excluding the " Hill " ore. The exact amount 
added can not be stated because large increases in the estimated total 
have been made by proving up ore lands held in 1901, More- 
over, the amount assumed or estimated to have been added, at the 
time of purchase, rather than the amount actually proved by later 
development to have been added, is the really significant fact. It is 
entirely conservative to place the additions from this expenditure 
of $19,000,000, as currently estimated at the time, at several hundred 
million tons. This means that the average cost per ton of the ore 
acquired since 1901 (again treating fee and leaseholds collectively) 
was only a few cents, whereas the total value claimed by the Steel 
Corporation at the close of 1907 was equivalent to over 50 cents per 
ton. While, as already pointed out, the original cost of a mining 
property is not a reliable indication of its value after subsequent de- 
velopment, it is incredible that during this interval of less than seven 
years fee ore and leaseholds which cost, on the average, only a very 
few cents per ton could have increased to a value of as much as 50 
cents per ton. In this connection it may be noted that the average rate 
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of royalty on new leases taken out by the Steel Corporation in the 
Lake Superior rfegion from 1907 to 1910, inclusive, apparently is not 
over 40 cents per ton (see p. 321), as c(«npared with an average rate 
for old and new leases combined, in 1901, of about 28 cents. The 
quality of ore covered by the recent leases may have been somewhat 
lower, but allowing for this the advance in royulties would in no way 
justify the high valuation placed on its ore by the Corporation in 
1907. 

A very important consideration to be kept in mind is that the bulk 
of the Steel Corporation's ore property in 1907 consisted of lease- 
holds and not ore in fee. Apparently two-thirds at least of the total 
tonnage was simply leased. For the mining of ore from such leased 
properties the Corporation must, of course, pay a royalty, so that 
for this leased property the Steel Corporation simply has an equity 
interest in the ore. Even if all the new leases had been taken out at 
the same rate of royalty as prevailed in 1901, it is certain that the 
value of these equities in the aggregate plus the value of the ore 
owned in fee would not equal the large total claimed by the Corpo- 
ration in its 1907 appraisal. As a matter of fact, the royalties on 
many of these leases were considerably higher than the average of 
28 cents prevailing in 1901. This increase in the royalty paid by the 
Steel Corporation, of course, does not mean any increase In the value 
of its equity, since as clearly shown on page 205 a royalty payable 
never represents an asset to the company paying it, but, instead, a 
cost 

Therefore, the inevitable conclusion is that the Steel Corporation 
in appraising its ore property in 1907, just as in the case of its esti- 
mate in the Hodge suit in 1902, used a very extravagant valuation. 
It may be noted incidentally that the fact that the average valuation 
in 1907 of about 50 cents per ton very thoroughly discredits the esti- 
mate of $1 per ton used by the Steel Corporation in the Hodge suit 
in 1902. 

Great Northern ("Hill") ore lease. — It will be recalled that 
on January 1, 1907, the Steel Corporation leased the bulk of the ex- 
tensive ore holdings of the Great Northern Railway system on the 
basis of an 85-cent royalty for 59 per cent (dried) ore, with an in- 
crease of 3.4 cents per ton each successive year. 

This high rate of royalty has frequently been cited in discussions 
of the ore industry as conclusive evidence of a very pronounced ap- 
preciation in the value of ore properties since 1901. The Bureau, 
however, interprets this transaction in a very different light. 

The essential facts in this transaction may, for convenience, be 
briefly restated: 
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1. The property leased consists partly of fee ore and partly of 
leaseholds in Minnesota, covering altogether something less than 
40,000 acres of ore lands. 

2. The rates of royalty, which include the charges for the rail 
transportation, as well as dockage charges, were as follows for the 
year 1907 : 



Percent 
ima. 


BoyBlty 
par ton. 


Percent 


Royalty 


Percent 
tron. 


Royalty 
pertoD. 


49 




55 


M.4fl72 


81 


J1.74M 


M 


LltlM 


66 






l.Tftie 


jl 


1.2044 


S7 


1.553S 


«3 


1.8428 




l.312fl 


58 








63 






1.6500 


S5 




M 


1.40M 


*> 


I.MSJ 


M 


1.9874 



with an increase of 3.4 cents per ton every year, for all grades speci- 
fied above. 

3. The minimum tonnage upon which royalty must be paid ia very 
high, as follows : For 1907 a minimum of 750,000 tons, with a cumu- 
lative additional minimum of 750,000 tons for each year thereafter 
until 1917, when the minimum will reach 8,250,000 tons, remaining 
fixed at that figure until the expiration of the lease. 

4. The Great Western Mining Company, the lessee {a subsidiary 
of the Steel Corporation), agrees to ship all the ore over the Great 
Northern Railway to the port of Superior, on Lake Superior, 

5. The term of the lease extends, with respect to fee ore, " until all 
merchantable ore 49 per cent and richer in iron shall have been 
shipped ; " and, with respect to leaseholds, during the " term of the 
leases under which such lands are held, less three months." 

6. A special provision in the agreement, however, permits the 
cancellation of the lease by the Steel Corporation on January 1, 1915, 
upon giving two years' previous notice. 

For ore less than 49 per cent, the total charge is fixed at $1.10 per 
ton without change or annual increase, provided that if any ores are 
mined from subleases on which there is a higher royalty payment, 
then the Steel Corporation's royalty shall be equal to that stipulated 
in the original lease. There were ?ome minor modifications of the 
arrangement, particularly with respect to the date of payment of 
dockage charges, and advance royalties, which need not be stated 
here. 

Of these various provisions, there are three which call for par- 
ticular attention, namely, (1) the very high rate of royalty, with the 
annual increase of 3.4 cents per ton; (2) the large minimum tonnages, 
and (3) the right of the lessee to cancel the lease in 1915. 
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The rate of $1.65 per ton for 59 per cent dried ore for 1907, abore 
given, as already stated in Chapter V, includes the transportation of 
the ore to Lake Superior, and dockage there. The regular charge for 
this service has always been 80 cents per gross ton for the railroad 
in question. Therefore, the base rate of royalty for 1907 may be con- 
sidered as the difference between this total charge of $1,65 and the 80 
cents per ton for transportation and dockage, or, in other words, 85 
cents per gross ton.' 

This net royalty of 85 cents for 59 per cent dried ore, however, 
applied only in the year 1907. In the next year there was, as already 
stated, an increase of 3.4 cents per ton, and a further increase of a 
like amount in every succeeding year, thus making the actual net roy- 
alties per ton, yearly, for the period from 1907 to 1916, as follows: 



Y„, 


Net base 
royally 


Yew. 


Net base 
royslty 

partem. 


1907 


.986 






















■ 















This increase of 3.4 cents per ton, yearly, is equivalent to 4 per cent 
simple interest on the original net royalty of 85 cents per ton. The 
same addition, however, was made for all ore of 49 per cent iron 
content and above, irrespective of quality. Therefore, for the lower 
grades, this addition of 3.4 cents per ton is equivalent to a little more 
than 4 per cent. On the other hand, of course, in the case of the 
higher grades of ore, it would be somewhat less than 4 per cent. 

The royalties thus far paid under the lease indicate that the ore 
which has been extracted runs only a little less than 59. per cent iron 
content when dried. Such ore corresponds approximately to a 53 
per cent ore in its natural state. 
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This base rate of royalty in the Hill lease was far in excess of the 
going rates for similar ore at this time, and, taken in connection with 
the annual increment of 3.4 cents per ton, which was a very extraor- 
dinary provision, these royalties were unprecedented. It is true 
that occasional leases had been made at as high as a dollar per ton, 
without, however, any annual increment for interest. But such 
leases were decidedly exceptional, and also applied to comparatively 
small parcels of ore of superior quality or availability. The royalty 
rates on new leases for the Steel Corporation during the period from 
1907 to 1910 were very much lower, and none of them approached 
that of the Hill lease. The following tabular statement shows sub- 
stantially the terms of royalty for all lea^s of Mesabi Range proper- 
ties made by the Steel Corporation from 1907 to I&IO, inclusive, in- 
cluding renewals of former leases. 

TiBtE «.— RATES OF ROYALTY STIPULATED IN LEASES MADE BY THE 8TKEL 
CORPORATION (INCLUDING RENEWALS) OF ORE PROPERTIES IN THE MESABI 
RANaE,lW7-lS10. 
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1 Not designated by Dameol mine butbysiirvejing 'petiricstions 

> Ore aver 5B per cent iron aod under 0.05 per cent phosphorus, advancing from I90B (o 1CI2S. 

' Other ore advancing rtom 1908 to 1928. 

• TWrty-five cents for first five yfars, 

1 Taken for siirfece purposes and not considered valuable for ore. 

The average rate of royalty for these Mesabi Range properties 
during this period was, therefore, about 44 cents per ton. 

The Steel Corporation during this period entered into a few new 
leases or renewals of leases on the old ranges and also in the IJaraboo 
district — less than a dozen in all. Most of the leases of old range 
properties provided for a sliding-scale royalty dependent on the price 
of ore at Cleveland. It is impossible, therefore, to say what the 
royalty at any future time will be. Using the highest price for ore 
at Cleveland thus far reported — $5 per ton — the average royalty in 
these leases would be under 40 cents per ton. The royalties in the 
Baraboo leases ranged from only 10 to 20 cents per ton, the ore in this 
district being of a rather low gratle. 



c,iiz.db,Co(>glc 



322 THE STEEL INDUSTRY, 

Since the Hill properties leased by the Steel Corporation were 
all on the Mesabi Range, it seems fairer to use the average for that 
range only for comparison with these recent leases by the Corpora- 
tion, although the average for this region is higher than that for all 
leases made by the Corporation in these years in the entire Lake dis- 
trict. The average rate for all the leases, excluding those in the 
Baraboo district, as nearly as can be computed from available data 
would be less than 40 cents. 

It is believed that the average content of the ore covered by the 
Mesabi leases listed in the foregoing table is not very far from 53 
per cent — or 59 per cent when dried — the base grade in the Hill lease. 
Therefore, it seems entirely fair to compare the average royalties 
shown by the above table with the royalty for .59 per cent dried ore, 
as stipulated in the Hill lease. Extensive data gathered by the 
Bureau for the average yield of Lake ores used in blast furnaces from 
1902 to 1906, inclusive, covering a large percentage of the Lake ore 
sold and used in these years, show an average natural iron content 
of about 53.9 per cent. By far the greater part of this was Mesabi 
ore. 

It will be seen that in only three of the leases mentioned in the 
foregoing table, namely, the three leases at a 75-cent royalty, do the 
royalties approach anywhere near the base royalties of the Hill lease 
for the year 1907, and when account is taken of the fact that the Hill 
royalties increase each year, tlie disparity is all the more marked. 

The question, therefore, arises as to why the Steel Corporation 
entered into this lease under the onerous conditions noted. The only 
reasonable explanation which the Bureau has found for this unusual 
transaction is that it was designed to prevent this ore from falling 
into the hands of competitors of the Corporation. Had this ore been 
sold or leased in small parcels to a large number of independent pro- 
ducers, this might have tended to depress the price of ore as well as 
to foster competition in the manufacture of iron and steel. On the 
other hand, if these ore lands were simply held by the Great North- 
ern interests without development, this would leave the opportunity 
open for the organization of a very important rival to the Steel Cor- 
poration. At this time, however, the Steel Corporation was the only 
concern in the iron and steel business which was in a position to con- 
sider the acquisition of these Hill ore lands in a single block. By 
securing control of these enormous reserves the Steel Corporation 
obviously strengthened its control of the ore industry and at the same 
time put substantial obstacles in the way of further competition in 
the iron and steel industry. 

The Steel Corporation specifically denies that this lease was in- 
tended thus to head off competition, and, instead, contends that it 
was desired merely in order to strengthen the Corporation's ore 
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reserves. At the time this lease was entered into, however, the Cor- 
poration had fully a. thirty years' supply {and perhaps a fifty years' 
supply) of ore under its control. Had this Hill ore been acquired 
iit a bargain price, an obvious reason for its acquisition would be 
furnished; but in view of the extraordinarily high rate of royalty 
at which this ore was taken over and the other onerous conditions in 
the lease, particularly the high minimum tonnage stipulated, the only 
reasonable explanation, in the opinion of the Bureau, is that the 
Corporation chiefly desired to forestall competition. The high 
royalty named in this lease, therefore, instead of being proof of a 
marked appreciation in ore values, is rather an indication of the 
extent to which the Steel Corporation was ready to go in order to 
prevent this ore from falling into the hands of rival interests. 

In view of the exceptionally high royalties stipulated in this lease, 
it is hardly surprising that the Steel Corporation did not claim, in 
its appraisal of 1907 above discussed, any value for this lease in the 
schedule of its assets. 

Considering the great value which has been claimed for it by some 
writers upon iron and steel matters, this fact is at least interesting. 
Obviously, however, a lease at a royalty far above the going rate of 
royalty for ore of similar character has no transfer value and there- 
fore no equity value which would warrant the Corporation in treating 
it as an asset. Indeed, in view of the extremely high rate of royalty 
and the high minimum requirements, this lease may perhaps be 
regarded as an onerous burden rather than an asset. 

In this connection, the clause in the lease which permits the Steel 
Corporation on two years' notice to cancel the lease on January 1, 
1915, is perhaps significant. Indeed, there have been rather definite 
intimations by officials of the Corporation that this option may be 
exercised. 

SectJOB 10. Comparison of the investment of the Steel Corporation at the 
close of 1910 with its capitalisation at that date. 
The Steel Corporation has made no detailed appraisal of its various 
properties since the close of December, 1907. The investment in 
these properties at the close of 1910, as computed by the Bureau, has 
already been given in Table 39, on page 311. This investment may 
now be compared with the total capitalization of the Corporation. 
This is done in the following table, which also gives a similar com- 
parison for each year of the period 1001-1910. Purchase-money 
obligations and sundry mortgages are here as elsewhere included as 
part of the capitalization. (See also Table 44, p. 328.) 
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T4BLI 43.-C01I PA BISON OF TOTAL INVESTMENT IN TANGIBLE PROPERTY OF STEEL 
CORPORATION, AS COMPUTED BY BUREAU, WITII OUTSTANDING CAPITALIZATION 
YEARLY, 1901-1910. 



Year ended Dec. 31— 


Total iMipllali- 
uitton.' 


Bureau. 


Iolanglble«ffl- 

sideratlons and 

water. 




11,402,846,917 
1,398,241,689 
1,388,928,478 
1,4B,605,000 

1,441,999,234 

1,474,162,812 
1,465,976,790 
1,477,731.505 
1,468,033,260 


•»6B2,05a,385 
698,869,756 
763,574,919 
806,615,979 
818.238,143 
874,840,920 

1,078,783,602 
1.090,425,487 
1,1*6,876,993 
1,188,982,038 




1901 




















1908 


















281 051 222 







■ Including iHjnda, mifftgages, and purchase-money obligations, but excluding unacquired stook oFsub- 
sldlar7 companies. (See Table 44.) 

' The slight ditlerenoe Ijetween tJiese figures and those giren on page 2.M Is due to the &ct that the 
Investment there was stated In round niimbets. 

•April 1, 1901, 

From tliis table therefore it appears that the investment in the 
tangible projjerty of the Corporation increased from $682,053^85 
on April 1, 1901, to $1,186,982,038 on December 31, 1910. The excess 
of capitalization over tangible property investment decreased in the 
meantime from $720,793,432 to $281,051,222, or by nearly ^39,750,000. 

It is apparent, therefore, that a considerable part of the "water" 
in the original capitalization of the Corporation has been eliminated. 
This comparison, however, does not exactly show the amount of 
such reduction — first, because it is not claimed that the entire excess 
of capitalization over tangible property investment in either case is 
all "water;" and, second, because the capitalization of the Cor- 
poration had changed considerably during the interval from April 1, 
1901, to December 31, 1910. In the first place, a considerable amount 
of bonded debt had been retired. On the other hand, a large amount 
of new bonded indebtedness had been created, or had been assumed, 
resulting in a net increase in this item. Moreover, in 1903, $150,- 
000,000 of preferred stock was converted into an equal amount of 
bonds through the so-called " conversion plan," which is fully dis- 
cussed in Chapter VIII. 

The Steel Corporation undoubtedly would contend that there 
was not a disparity of $281,000,000 between its total capitalization 
a«d the actual value of its property at the close of 1910. The total 
valuation claimed by the Steel Corporation in its balance sheet 
of 1910 was approximately $1,093,000,000, or about $225,000,000 
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over and above the outstanding capitalization, as above stated. Of 
this excess, approximately $164,000,000 was in the form of surplus, 
and the balance in sundry reserves. This balance-sheet valuation 
as compiled by the Steel Corporation exceeds the investment as com- 
puted by the Bureau by $506,000,000. However, the Corporation's 
total includes, first, an excessive valuation for its natural resources, 
particularly ore; and, second, the so-called " merger value " attaching 
to its various properties because of their combination and coordina- 
tion under a single control. 

With respect to the ore, it is certain that there is no such value 
in the ore property as the Steel Corporation claims. This has been 
conclusively demonstrated in the preceding pages, in analyzing the 
Corporation's appraisal of its ore property in 1907, Furthermore, a 
large part of whatever actual appreciation has occurred in ore values 
certainly must have been due to the rapid concentration of ore prop- 
erty in the hands of a few interests, and particularly in the hands 
of the Steel Corporation itself. 

The capitalization of the appreciation in the value of a natural 
resource, liJiC iron ore, in the absence of competitive ownership, pre- 
sents a problem of far-reaching importance. Assume, for instance, 
for the purposes of argument, that the Steel Corporation could prove 
an actual appreciation in its ore property of, say, $100,000,000. This 
would mean that a considerable part of such appreciation must be 
attributed to the concentration of control of such property, since 
under scattered and competitive ownership there is always a tendency 
on the part of some holders to sell at a very small profit rather than 
carry their property without a return thereon and thus to keep down 
values. If it were conceded that such appreciation could properly 
be capitalized and used as a basis for distributing profits, then there 
is nothing to prevent a further recapitalization of this ore prop- 
erty at a still greater appreciation at some time in the future, when 
the value may be still more greatly influenced by the concentration 
of control. In this way, it will be seen, a great concern like the Steel 
Corporation might repeatedly recapitalize its natural resources, and 
use this capitalization in such a way as to really conceal its true rate 
of profit. To permit a concern which has acquired control of a veiy 
substantial fraction of the total supply of a natural resource, like 
iron ore, thus to capitalize and recapitalize this property involves, 
therefore, as just stated, problems of vital interest to the public. 

The Steel Corporation attaches great importance to the element 
of so-called merger value, contending that the mere merging of its 
various properties under a single control imparts to them collectively 
a value very greatly in excess of the sum of their respective value±i 
as separate entities. It may be conceded that some increase in value 
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is thus brought about. The merging of such properties and their 
coordination under a single control tends to permit a more economical 
operation which may fairly be regarded as imparting an additional 
value to them. A large part of what is ordinarily called merger 
value, however, is really little more than the increased earning power 
due to the reduction or elimination of actual or potential competition. 

Therefore, it should be apparent that while the merging of various 
properties under a single control may actually increase their value, 
and more particularly their earning power, it would be entirely un- 
justifiable to credit a company having substantial control of an in- 
dustry, or a high degree of control, with the full amount of such 
so-called merger value. To allow such a company credit foe the full 
merger value which it might show by reason of increased earnings 
under these circumstances would involve a fundamental fallacy, since 
the reasonableness of the earnings themselves must first be estab- 
lished. Under free and fair competition it is generally assumed that 
the actual rate of earnings is a fair rate. When, however, competi- 
tion has been substantially eliminated, or restricted, through consoli- 
dation, this assumption is no longer valid, and in this case practi- 
cally the only available test of the reasonableness of the profits 
is their relation to the actual investment in the property from the 
operation of which they are derived. Therefore, the Bureau, while 
admitting that there is a certain element of merger value attaching 
to the properties of the Steel Corporation, has made no specific addi- 
tion therefor to the investment in the tangible property as already 
computed. 

In Table 44 there is presented a constructive balance sheet of the 
Steel Corporation for December 31 of each year from 1901 to 1910, 
inclusive, compiled by substituting for the inflated property account 
as shown on the Corporation's books the investment in fixed property 
as computed by the Bureau. The current liabilities are shown. 
No surplus is of course shown, because instead the undivided pro- 
fits retained in the business and added to surplus on the 
Corporation's books are here used to reduce the item of 
" intangible considerations and water." It may be noted that the 
accrued balances of certain contingent and insurance funds carried 
on the Corporation's balance sheet are not deducted from the invest- 
ment here, although in discussing profits later the entire amounts 
set aside from eammgs to these funds are allowed. The actual in- 
vestment at any given time includes of course the amount of such 
unexpended balances; on the other hand the contingency that they 
may be needed at any time justifies their exclusion from profits. Of 
course, as these funds are actually exhausted the investment is cor- 
respondingly reduced. 
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The gross current assets are shown, and not merely the net, these 
agreeing with the amounts stated in the Steel Corporation's reports. 
It is necessary, therefore, to deduct the current liabilities in order 
to arrive at the investment as stated in Table 43. 

It may also be noted that the small amount of unacquired stock in 
subsidiary concerns which in this report has not been treated as a 
part of the total capitalization of the Steel Corporation is here in- 
cluded. 
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CHAPTER VIL 

FSOFIIS OF TEE STEEL COBPOKATION COHFAKES WITH ITS 
nrVESTKENT. 

Section 1. Form of income acooant. 

Having determined approximately the real investment of the Steel 
Corporation yearly since its organization, it now remains to consider 
its profits in relation to that investment. 

Before making this comparison it is desirable to discuss briefly 
the form of the income statement of the St«el Corporation, as given 
in its annual reports, eo as to make clear certain rearrangements later 
made by the Bureau. A copy of this statement for the year 1910, 
which is substantially representative for all years, follows: 

TaBLi 46.— I'KOFIT AND LOSS AND INCOME ACCOUNTS, UNITED STATES STEEL 
CORPORATION AND SUBSIDIABY COMPANIES. FOR YE4B ENDING DECEM- 

Cundenied general profit and ton aceount. 

Gross receipts ; Gross aa[ea and earnlags f 703. Ofll, 424. 41 

OperRtlug cbarees, Tic: 

MBuiiIactiirlng and producing cost and operating 
eipensea. Including ordinary maintenance and 
repairs and prOTlalonal charges lor deprecia- 
tion '1533, 532. 384. 83 

Administrative, set ting, and geocral eipenses, 
and employees' compensation under bonus plan 
(not Including general expenses of transpor- 
tation compaolcB) IT. 115. 807. 27 

Tases (Including allowance (or corporation ei- 



Commerclal discounts and interest 



Less amount Included In above charges l^or pro- 
Tlelonal r^frves tor depreciation now de- 
ducted lor purpose of showing tbe same In 
separate item of charge, as see below 



Sundry net mnniifacturing and operatiag gains ai 
losses, Including idle plant expenses, royalties r 
ceired. adjustments In Inventory valuations, etc- 



144, 882. 581. IT 
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Other fncome : 

N«t proflta of properties owDed. but whoie opera- 
tions (groBS reyenue, COBt OC product, ei- 
peuBSB, etc.) are not tncladed In tbls staCe- 
ment , _. (338, 831. 97 

iDcome from Bundr;? luTeatments and Intereat on 

deposits, etc. ._ 2,786,088.88 

ta, 124, 820. 6S 

Total IBO, T30, 749. 93 

Interest charEes : 

Interest on bonds and mortgagea of the lubald- 

lary companlea 7, 12*, 0T2. 66 

Interest oo purcbase-moDe; obllgatloni and >pe- 
clal deposits or loaoa at the Bubeldlirj com- 
panies 139, 380. 70 

7, 263, 4B9. 66 

BataDce, belne tbe aggregate earnings of the several compantea 
for the ;ear before deducting provUlonal cbargei for depre- 
ciation ]43, 472, 206. 30 

Less net balance of proBts earned b; subBldler; companies on aales made 
and BBrTlce rendered account of materials on band at close of ;ear in 
purebasing companies' iQTentorles, and which proQta have Dot yet 
been realized iu cash from tlie standpoint of a combined statement 
Of the buslnesa of the United Btates Steel CorporatiOD and aubsldlary 
companlea 2, 417, 541. 79 

BarnlngH for the year 1910, per Income account 141, 054, 754. HI 

Less allowance for various deprsciatlon funds 24, 818, 598. 71 

Net earnings tn the year 1910 . 118, 738, 167, 80 

Conaoltdated Income oooount. 
Total earnings of all properties after deducting all expenses incident to 
operations, includlDg those tor ordinal; repairs and mainteaance (ap- 
pcoilmalelj (*l,000,000j, emplojees' compensation under boous plan, 
provisional allowance for corporation eicise tax, and also Ibtercst on 
bonds and died charges of the aubsldtar; companies, per general profit 

and loss account 141, 054, 754. 51 

I.eBS allowance for the following purposes, viz : 

Sinking funds on bonds of aubsldiar; companies. f2, 176, 041. 16 
Depreciation and eitraordlnar; replacement 

funds 22, 140, 555. 53 

24, BI6. 596. 71 

Net earnings In the year 1910 118, 738, lOTTio 

Deduct: 

Interest on United States Bteel Corporation bonds 
outstanding, viz — ■ 

Flfty-jeac 5 per cent gold bonds 13, 803. 376. 04 

Ten-slity year 5 per cent gold bonds 8, 563, 383. 89 

SinklDB fnnda on United Statea Steel Corpora- 
tion bonds, Tlz (representing an allowance tor 
depreciation in addition to the (24,318,590.71 
deducted above) — 

Annual inatallment on fifty-year 6 per cent 

gold bonds 8, 040, 000. 00 

Annual inatallment on ten-siit)' year 9 per 

cent gold bonda 1,010,000.00 

Interest on above bonds In sinking funds 1, 831, 089 47 

29, 247, 800. 00 

87. 490, 307. 80 
[iCss net balance of sundry receipts and charges, including adjustment 
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DlTldeadn foF the year 1010 od nulled States Steel 
CoTporatloo stocliB, vU : 

Prefecced (25. 219, 877. 00 

CommoD 26, *16, 12B, OO 

$50, 634, 802. 00 

■ Surplus net Income tor tUe jeat 38, 772, 382. 82 

Appropriated from BurpluB net InODme lor the follov. 
Ing purposes. Tlz : 

On account of eipfndlturea made on authorized 
approprlatloDB for additional property, new 
planU and construction, and tor discharge of 

capital obligations _ 15,000, 000. 00 

SpeciScally let aside tor account of eonstruetion 

eipendllurea at Gary, Ind., plant 10, 000, OOO. 00 

For reserve fnod to cover advanced mining 

royalties 1, 000, 000. OO 

28, 000, 000. 00 

Balance of surplus tor the year 10, 772, 3B2. 82 

Cndivlded surplus on December 31. 1009 86, 401, 385, 61 

Less charges during the year 1010 against the fore- 
going balance 735, 059. 68 

— ~ — - — — 9*, 068, 335. 85 



Total undivided sarplus December 31, 1910, eiclaalve of capital 
surplus provided in organization and of subsidiary companies' 
intercompany profits In Inventories 105, 438, 718. 6T 

The primary purpose of the foregoing statement is, of course, to 
furnish the stockholders or the investing public such information 
on earnings and profits as will show the total amount available for 
interest and dividend distribution, and the amount of surplus re- 
maining. The figures as here given embrace the combined statements 
of the various subsidiary concerns controlled by the Steel Corpora- 
tion, The gross sales and earnings, therefore, as given here are the 
gross receipts from sales of the various products manufactured, 
inohtdinff intercompany operations, and the gross earnings of the 
various transportation and miscellaneous companies. From these 
gross sales and earnings are deducted the manufacturing and pro- 
ducing costs and operating expenses. These manufacturing and pro- 
ducing costs are the aggregate costs of the subsidiary companies, in- 
cluding payments of one subsidiary company to another for materials, 
and include all the customary items, such as cost of raw materials, 
labor, and other conversion costs; also the expenditures for ordinary 
maintenance and repairs discussed in Chapter VI, and, moreover, the 
"provisional charges for depreciation." Some of these* provisional 
depreciation allowances are, as previously stated, merely charges for 
the bond sinking funds of subsidiary companies and are not techni- 
cally a part of this manufacturing and producing cost, nor of depre- 
ciation, although treated as such. {See p. 340.) It should be noted 
that these depreciation charges do not include the so-called deprecia- 
tion provisions (sinking funds, etc.) of the Steel Corporation itself. 
All these provisional depreciation allowances, however, are taken out 
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of costs at this point in order to deduct them from profits later in a 
single group.' 

The other operating charges comprise administrative, selling, and 
general expenses (except that general expenses of transportation 
companies are included under the ordinary operating expenses), pro- 
vision for employees' bonus funds (see p. 340), taxes, commercial 
discounts, and interest. From the total of these operating charges 
there are deducted the provisional charges for depreciation above 
referred to. After making this deduction the remaining operating 
charges are deducted from the gross receipts, leaving a balance of 
operating earnings (without deducting depreciation), to which are 
added certain sundry gains (or, in some cases, there are deducted 
certain losses), and rentals. The addition of these items to the 
previous balance gives what is termed the " total net manufacturing, 
producing, and operating income, before deducting provisional 
charges for depreciation." 

To this total operating income is added, in turn, the " other in- 
come " of the Corporation, which consists of a small amount of 
profits from miscellaneous properties owned (but the operations of 
which are not included in the income account), as well as income 
from sundry investments, interest on deposits, etc. From the total 
thus reached there are deducted interest on bonds, mortgages, pur- 
chase-money obligations, and special indebtedness of the subsidiary 
companies, the remainder being the profits of the Steel Corporation, 
exclusive of depreciation charges. A further adjustment is made at 
this point to allow for what may conveniently be called " deferred 
intercompany profits " of subsidiary companies. These, as stated 
on page 340, are bookkeeping profits on transactions between differ- 
ent constituent cwnpanies — as, for instance, the sale of ore to a blast 
furnace— which have not been actually realized, owing to the fact 
that the finished material into which such products have gone has 
not yet been sold to outside interests, but is being carried in inven- 
tories. Ill other words, these are what might be termed " locked-up 
profits." 

It should be noted that the amount of deferred intercompany 
profits deducted in any year in the profit and loss account of the 
Steel Corporation is not the total amount of such locked-up profits, 
but the increase from year to year, since in each year that certain 
deferred profits are released, new profits in turn are locked up. If 
the operation were shown in complete detail, there would be given a 
separate item in the profit and loss account showing as an addition 

' It may be noted tbat in tbe earlier reporlB of tbe Corporation tbeee provisional cbarges 
for depreciation were not Included in tbe manufacturing and operating coat, but merel; 
the cbarges tor ordinary maintenance aud repairs. Tbe change in tbls respect was made 
beginning with the annual report (or 1908. 
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to the earnings the amount of the previously deferred intercompany 
profits which had been released during the year, and another item 
showing the amount of such profits locked up or deferred during the 
year, which would be deducted from the year's earnings. Obviously 
the same net result is arrived at by deducting simply the increase in 
the amount of these profits locked up over those realized. 

The deduction of this item of deferred intercompany profits from 
the net profits gives what the Corporation terms the " total earnings " 
of the subsidiary companies. From these " total earnings " are then 
deducted the above-described " provisional charges for depreciation " 
(previously taken out of manufacturing and producing cost) , namely, . 
payments to bond sinking funds of subsidiary companies and to 
depreciation and extraordinary replacement funds, the latter includ- 
ing in certain years payments to special funds for depreciation, im- 
provements, and construction. 

Deducting these provisional charges for depreciation from the 
" total earnings " leaves the " net earnings " available for distribu- 
tion upon the securities of the Steel Corporation or for the general 
purposes of the company. The first deduction from these so-called 
net earnings is for the interest on the Steel Corporation's bonds and 
the provision for the sinking-fund requirements thereon.^ From the 
remaining sum are paid the dividends on the preferred and common 
stock, the balance representing the surplus earnings for the year, out 
of which, in connection with previously acciunulated surplus earn- 
ings, the Corporation makes its appropriations for capital expendi- 
tures or for writing down its property account, or for miscellaneous 
purposes. 

Section 2. Comparative income account of Steel Corporation, 1901-1910. 
Having thus briefly described the general character of the items in 
the Steel Corporation's profit and loss account and income account, a 
consolidated statement of these accounts, yearly, from 1901 to 1910, 
is given in Table 46. For convenience the arrangement has been 
changed somewhat from that used by the Corporation and just given 
above, particularly in the condensation of items which, for the pres- 
ent purposes, it is not necessary to show in detail, as, for instance, the 
inclusion under one head of taxes, commercial discounts, and interest. 
Furthermore, the restatement of entries for provisional charges for 
depreciation in the reports as published by the Corporation has been 
avoided in this consolidated account, these provisional charges being 
shown but once. 
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Before analyzing this statement of income the general course of 
the earnings of the Corporation may be noted. On the whole there 
has been a marked increase in the volume of gross sales and earnings, 
the total rising from, roughly, $560,500,000 in 1902 to nearly $704,- 
000,000 in 1910 ; this figure, moreover, was very considerably exceeded 
in 1907, when the total amounted to $757,000,000. 

The " total income " of the Corporation, after deducting the ordi- 
nary manufacturing costs, miscellaneous administrative expenses, 
taxes, and other charges noted in the table, shows a less pronounced 
change. Thus this total income in 1902 was, roughly, $139,400,000, 
and but little in excess of $150,700,000 in 1910, an increase of only 
about 8^ per cent, whereas the gross sales and earnings increased by 
25 per cent. 

The total net earnings as thug shown by the Corporation's reports, 
after deducting the provisional charges for depreciation, increased 
from $108,500,000 in 1902 to over $133,200,000 in 1907 ; in 1910 they 
were, roughly, $116,700,000. 

The total net earnings, as shown by the Corporation's reports, for 
the nine and three-fourths years covered by the preceding table 
amounted to $980,000,000, or an average of almost exactly $100,000,- 
000 per year. The extreme range was from $57,791,197 in 1904 to 
$133,244,929 in 1907. This comparison well illustrates the pronounced 
fluctuations which occur in the iron and steel industry. In 1904, 
which was a year of marked depression, the earnings of the Corpora- 
tion exceeded its fixed charges and preferred-stock dividend by only 
about $5,000,000, while in 1907 the excess over these requirements 
was more than $79,000,000. 

Section 3. Sevlsioii of income acooont of Steel Corporation. 

If all the items in the Steel Corporation's income account could be 
accepted for the present purpose without change, then all that would 
be necessary in order to determine the rate of return on the invest- 
ment actually employed in the business would be to compare the " net 
earnings," as given in the preceding table, with the investment as 
established by the Bureau in Table 43. 

Most of the items in the income account can thus be accepted with- 
out criticism or change. However, for the purpose of cwnputing the 
real rate of profit upon the actual investment certain rearrangements 
and revisions of this income account are necessary. These are shown 
in Table 47, on page 341. In the first place, the deduction of in- 
terest on bonds, mortgages, purchase-money obligations, and similar 
indebtedness of the subsidiary companies should not be made in com- 
puting the rate of return on the investment, because such obligations 
have been regarded as representing an equivalent addition to the 
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investment and have not been treated as current liabilities. Obvi- 
ously, since such amounts have been retained in the investment, the 
amounts paid out trom earnings as interest on such indebtedness 
should be retained in the statement of earnings.' 

It might be argued, moreover, that such expenditures as the pro- 
vision for employees' bonus funds should not be deducted frc«tt the 
earnings, but that these provisions should be regarded as in some- 
what the same class as dividends paid to stockholders, on the ground 
that the establishment of these bonus funds is a profit-sharing ar- 
rangement. Since, however, the opportunity for sharing in such 
bonus payments might be regarded as in the nature of additional 
wages, the deduction as made by the company has been allowed to 
stand. 

A further revision of the earnings is, however, necessary in the 
case of the provisional charges for depreciation. It will be seen that 
the Corporation deducts from earnings under this head provisions 
for sinking funds on bonds of subsidiary companies, and amounts 
charged to the depreciation and extinguishment funds, to the ex- 
traordinary replacement funds, and to special fimds for deprecia- 
tion, improvements, and construction. As already pointed out in 
Chapter VI, there is no necessary relationship between bond sinking 
fund provisions and true depreciation, but for convenience the bulk 
of the amount set aside for sinking funds on bonds of subsidiary 
companies may be regarded as the equivalent of depreciation. As 
shown in Chapter VI, however, tJie various provisional appropria- 
tions for depreciation were in excess of necessary allowances, the 
total excess for the entire period from April 1, 1901, to December 31, 
1910, having been computed at $38,285,000. In order to arrive at a 
correct statement of the earnings, therefore, this excessive amount 
has been restored by the Bureau. 

The item of adjustments in sundry accounts, which in the income 
statements of the Steel Corporation is made after deducting the inter- 
est and sinking-fund provisions from the net earnings, should in this 
revision be taken account of before establishing the readjusted 
earnings. 

The Bureau has, moreover, restored to the earnings the item of 
deferred intercompany profits in inventories. It is proper that the 
Corporation should deduct this from its income in arriving at the 
net earnings, since these deferred profits have not actually been 
realized by the sale of the products in question to outside interests. 
However, such locked-up inventory profits are only tentatively de- 
ducted by the Corporation, and in the balance sheet they appear as a 
suspended surplus, thus indicating an expectation on the part of the 

not deducted bj tbi 
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Corporation that they will eventually be realized. While, therefore, 
the deduction of this item is easily justified, on the other hand the 
Bureau has deemed it proper, and on the whole better, to restore this 
item to the earnings in computing the rate of return on the actual in- 
vestment. As already pointed out, the amount of such profits re- 
stored in any given year is the increase over the amount " locked up " 
in the previous year's inventories, and not the entire amount of such 
proBts. 

The revisions thus described are carried out in the following table, 
in which there are added to the net earnings for the year, as given 
in Table 46, the amounts deducted in that table for interest on bonds, 
mortgages, purchase money and other similar obligations of sub- 
sidiary companies, the increase in the item of deferred intercompany 
profits, the excess of provisional depreciation charges over what were 
determined to be proper and necessary provisions, the item of " ad- 
justments in sundry accounts " also being taken into consideration. 













Amounts restored to earnings by Bureau. 




Year. 


umual reports. 


accounts. 


Inttrest™ 
bonds, mort- 
B»Ee3,and 

autaidiaiy 


Inlercorapany 


Excessive 
dpprtelBtion 


Total adjusted 
earnings. 










C) 

(') 

(') 
-11,254,336.48 
6,307,180.83 
2,739,4(8.74 
9,744,892.51 
426,983.85 
2,817,395.54 
2,751,307,08 


11 785 000 0( 




1903 

190S 

1908 

1908 

I90B 


108,534 
83,875 

96,432 
m.966 
133,244 

107,773 
118,738 


788.51 

59fi.93 
938.13 
929.28 

099-96 


-6,427 
+ '13 

- 90 

+ .194 

+ B48 


886.84 
640.33 
108.34 

501.19 


8 

s 

« 
8 


553,861.06 
573,148,54 

581,478.70 

401,205.18 


8,082 

3.480 
8,218 
B,8I6 


166.00 
480.00 


91, 168, 958. 24 
82,491,960.20 

113,393,707,38 
155,418,873.89 
84,793,295.73 
120,807,578.78 
127,218,083, 90 


Total. 


980,045 




-7,369 


292.29 


66 


C56,317.81 


23,332,638 07 


„,»,».» 


1,100,360,867.25 



•In tbcse years the interoompany profits in (nv. 



iTBT computed by the Corporation 



deducted by the Corporation and beuco 



r deducting employees' bonus luod, nhlch In this year naa takeo out alter stating net eamlnga, but 
n otber years Is deducted before determining the net earalags. 

The result of these revisions, it will be seen, is an addition of 
.$120,305,019 to the net earnings as given in the published reports, 
making a total of $1,100,350,857. 
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Section 4. Comparison of reviled eaningB of Steel Corporation with re- 
viled iaveitment. 
The earnings of the Steel Corporation, as thus adjusted by the 
Bureau, may now be compared with the investment as correspond- 
ingly revised. Such comparison is given in Table 48. It will be 
recalled that the Bureau's figures of investment as here given are 
for tangible property alone: 





ment in tan- 
by Bureau. 


Eunlngs as adjusted by 




Amount. 


Perc^it. 




«08,86fl,7!6 
763,671,919 
SOS, 615, 979 
SIS, 238,143 
871,810,920 

1,078,763,602 
1,090,425,487 
1.146,875,993 
l,lS«,»82,a38 


m,5(B,344 
94,158,968 

112.830.835 
113,393,707 
155,416,873 
84,793,29* 
120,807,570 
127,216,081 










11 7 






1906 














78 






1910 


la? 










1,100,350,867 
'112,856,498 






941,258,472 









' Nine months, April to December; investment includes additions durii^ tliis period. 
' Indicated rate per annum based on actnal eaminga lOi nine months. 
• Average yeuiy profits loT nine and three-fourths years. 

The table shows an average rate of return upon the total invest- 
ment in tangible property for the entire period from April 1, 1901, 
to December 31, 1910, of 12 per cent. The highest rate was reached 
in 1902, namely, 15.9 per cent, and in 1906, an unusually prosperous 
year, it exceeded 15 per cent. In 1904 and 1908, however, which 
were years of pronounced reaction, the rates fell to 7.6 per cent and 
7.8 i>er cent, respectively. Prior to the formation of the Steel Cor- 
poration and other large consolidations, the iron and steel industry 
was noted for violent changes in the rate of profit, the industry, 
indeed, having been aptly termed " either prince or pauper." This 
table shows that so far as the Steel Corporation is concerned the 
business, although still subject to marked fluctuations in profits, has, 
even in the most depressed years of this period, shown a substantial 
return on the actual investment. 

The average rate for the first four and three-fourths years wag 
12,5 per cent, as against 11.6 per cent in the five years from 1906 to 
1910. Therefore, in so far as any tendency may be noted, it is toward 
a lower rate of profit in recent years. 
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It is important to emphasize at this point that the rate of earn- 
ings of a great concern which, like the Steel Corporation, handles 
more than SO per cent of the business of the country is not to be 
judged by the same standard as the rate for a comparatively small 
concern. Some of the most successful concerns in the steel industry 
outside of the Steel Corporation show higher rates of return upon 
their total investments. While, however, some exceptionally efficient 
or fortunate concerns earn rates in excess of this average, on the 
other hand a great many companies show very much lower rates 
on their total investments, while sometimes the business is eon- 
ducted at a loss. Therefore, an average rate of 12 per cent on the 
total tangible investment for over one-half of the entire steel busi- 
ness of the country is much more significant than the same rate or 
even a larger rate for a comparatively small concern. It probably 
means that the return on a considerable proportion of the business 
of the country, which under more competitive conditions and more 
scattered ownership would be conducted at a lower rate of profit, 
has been considerably increased. 

It may also be noted that the investment inciudes a large amount 
of idle property, particularly unimproved ore reserves, which, of 
course, tends to reduce the rate, although the investment in such un- 
developed iron-ore property as computed by the Bureau is not so 
great as to very materially affect the rate of profit. It is, however, 
worth emphasizing that the rate of profit here given includes not only 
the iron and steel industry proper, but also the iron-ore mining in- 
dustry. Prior to the era of consolidation the latter, to a large ex- 
tent, was distinct from the manufacture of iron and steel, and under 
the scattered ownership of iron-mining properties then prevailing 
profits generally are understood to have been comparatively low, 
on the average. Under present conditions in the iron and steel in- 
dustry, however, the Lake iron-ore industry is one of the most profit- 
able branches of the business. This factor should be considered, 
therefore, in comparing the profits of the iron and steel industry at 
the present time with those obtained under the different conditions 
formerly prevailing. 

The average rate of 12 per cent here given is, as repeatedly pointed 
out, the rate upon the entire investment in the tangible property. 
It is, of course, considerably larger than the rate of net profit upon 
the total issue of capital securities, because this total capitalization 
greatly exceeds the investment as established by the Bureau. The 
average capitalization of the Corporation for the entire period (based 
on the amounts outstanding at the close of each year) was approxi- 
mately $1,445,000,000. Using the earnings as revised by the Bureau, 
the average rate on this average capitalization would be 7.8 per cent. 

The capital securities of the Steel Corporation, however, include 
a large amount of bonds upon which the return is fixed, in most case^^ 



344 THE STEEL INDUBTBT. 

at 5 per cent. If the bonds of the Corporation had been issued only 
for an equal amount of property or cash in every instance, an amount 
equal to the total bonded indebtedness (including purchase-money 
obligations and mortgages) could be deducted from the investment 
as computed by the Bureau, leaving what may be termed as the in- 
vestment contributed by the stockholders or represented by the capital 
stock. If the earnings after deducting interest on the bonded debt 
were compared with such remaining portion of the total investment, 
the rate would be considerably in excess of 12 per cent. Such a 
comparison can not, however, be presented in a satisfactory way, 
particularly because the bond issues did not always represent an 
equivalent addition to the investment. In the case of the acquisi- 
tion of the Carnegie Company in particular, over $300,000,000 in 
bonds were issued for Mr, Carnegie's interest alone, whereas the total 
tangible assets of the Carnegie Company a year earlier apparently 
were not much, if any, in excess of $160,000,000. (See p. 159.) 
Therefore, to deduct the total indebtedness from the true investment 
would leave an unduly low remainder for the capital stock and un- 
fairly exaggerate the rate of profit on that part of the true invest- 
ment which may be considered as contributed by the stockholders. 

Consequently the Bureau does not attempt to give in definite figures 
the rate of profit earned by the Steel Corporation on the true invest- 
ment represented by its capital stock, but merely calls attention to 
the fact that the rate of profit above shown is not the rate earned on 
that part of the true investment which may be considered as con- 
tributed by the stockholders, but a lower rate earned on the total 
true investment and accruing to the stockholders and bondholders 
combined. 

Section 5. Fortiou of Steel Corporation's earning^ accming to the benefit 
of the stookholders. 
The preceding comparison of earnings with the actual investment 
affords what is perhaps the best single available test of the earning 
power of the Corporation and of the reasonableness of its profits. As 
already shown, a comparison of the earnings with the total capitali- 
zation would mean little, because, particularly in earlier years, the 
capitalization was far in excess of the actual investment, and still is 
materially in excess of that investment. It is, however, of decided 
interest to analyze the disposition of the earnings of the Corporation 
from the standpoint of the stockholders and with especial reference 
to the position of the conunon stock. Such an analysis shows that 
whereas at the outset the conunon stock represented no real value 
whatever it has nevertheless received a substantial return in divi- 
dends. Moreover, there has been built up by the great increase in 
investment a considerable equity for the common stock. 
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Of course most of this equity is not in a form in which it can he 
distributed as dividends, because most of the earnings accruing to 
the benefit of the common stock have been reinvested in fixed prop- 
erty, either new plants, or new ore, coal, and similar properties. 
Nevertheless, the reinvestment of these earnings means that an equity 
for the common-stock holders in the property has been created, and 
that meanwhile a great investment is being utilized to produce 
profits of which only fixed amounts are distributed to the holders of 
bonds and preferred stock, while the remaining amounts may be ap- 
plied to dividends on the common stock. 

In computing the amount of the earnings accruing to the benefit of 
the common-stock holders, the Bureau has included the amounts set 
aside by the Steel Corporation itself for sinking-fund requirements. 
While these amounts obviously will not accrue directly to the stock- 
holders in a form available for dividends, because the bond inden- 
tures require absolutely that such sinking-fund payments shall be 
made, yet tliey represent an addition to the equity back of the stock 
as truly as the earnings reinvested in fixed property. In the one case, 
the addition to the equity is direct, through the construction of addi- 
tional plants or the addition of more physical property. In the other 
case it is indirect, by reducing the indebtedness against the property. 
Therefore; the earnings accruing to the benefit of the stockholders 
have been regarded as the entire earnings, as revised in Table 47, 
less only interest on the bonds and similar indebtedness of the Steel 
Corporation and of its subsidiaries. 

The total amount of earnings accruing to the benefit of the stock- 
holders for the entire period from 1901 to 1910, as thus determined, 
is $810,430,854, of which amount $393,951,787 was actually paid out 
in dividends, as follows: 

Tablh 4ft.— amount of EAHNINOS OF STEEL CORPORATION. 1901-iaiO. WHICH 
DIRBCrLY OR INDIRECTLY HAVE INCREASED THE EQUITY OF TUB STOCK- 
HOLDERS IN THE PROrERTY. 

Total earnlngB, aa revlssd bj the Bureau _ (1,100,360,867 

IntPteat on bonds, etc.. of aubsldlary companies.. (66,056,318 
Interext on United States Steel bonds (leas interest 

on bonds In sinking fands) 211,063,685 

Commission to bankers under bond -conTers Ion plan, G. 80O, 000 

Total 283, ft20, 003 

Balance accrulnB to benefit of atockholdera 816,430,864 

Amount nctuall; paid oat in dividends : 

Preferred atock ' 26», 430. 530 

Common atock 124. 512. 257 

— — — 303, 051, 787 

Amount relnveBled In flied property and otber assets, or applied 
to sinking funda on United Statca Steel bonds, and accralng 
to benefit of stockholders 422,478,067 

' Including $^4,902 paid out on stocks o( subsidlar; companlea In 1901, 

4620°— 11 24 [...,„.. ., C ".DD'^Ic 
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The total of the amounts reinvested in the property and the 
amounts applied to sinking funds on bonds of the Steel Corporation, 
namely, $422,479,067, which represents an equity accruing to the bene- 
fit of the stockholders, does not include $20,092,728 of sundry reserve 
funds on the books on Decmiher 31, 1910. Of this figure, $8,402,999 
represented insurance funds, and the balance, $11,689,729, contingent 
and miscellaneous operating funds. So far as the insurance funds 
are concerned, these under certain conditions (i. e., the dissolution of 
the Corporation) might fairly be considered as an addition to the 
equity built up in the interest of the stockholders. In the case of the 
COTitingent and miscellaneous funds, however, it might be incorrect 
to treat them in the same manner. Adding the insurance funds to 
the above figure would give a total equity of rather more than 
$430,000,000. 

In oUier words, the capital stock of the Corporation, over 
$720,000,000 of which at the organization of the Corporation (see 
p. 239) represented no tangible value whatever, and much of which 
was mere " water," has received during the period from April 1, 
1901, to December 31, 1910, nearly $400,000,000 in cash dividends, 
while, in addition, $422,479,000 more of the earnings of the Corpo- 
ration (this excluding the sundry funds above referred to) went 
directly or indirectly to enhance the equity accruing to the holders 
of the stock.' 

Had the preferred stock originally been fully covered by tangible 
property value this entire equity thus built up might be considered 
as accruing to the benefit of the common-stock holders. Since, how- 
ever, as shown on page 240, a considerable portion of the preferred 
stock in 1901 had, no tangible property back of it, to this extent this 
increase in the equity can not be considered as belonging to the com- 
mon-stock holders. 

Opinions as to whether the dividends paid out to the common-stock 
holders, together with the equity built up for them in the property 
of the Corporation, were excessive or not must depend finally ujwn 
opinions respecting the reasonableness of the average profit of 12 
per cent on the total investment as computed above. If that rate be 
accepted as reasonable and proper for a concern like the United 
States Steel Corporation, then the distribution of this amount among 
the various classes of security holders is a subordinate consideration, 
particularly as the voting power is not restricted to any small or 
selected group of security holders, who thereby might exploit the 
earnings to their own advantage. If, on the other hand, the average 
rate of 12 per cent on the total investment be regarded as unreason- 
ably high, then the large equity built up in the interest of the stock- 
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holders must, to some extent at least, be regarded as representing an 
undue exaction from the consuming publia 

In judging of the reasonableness of this rate of 12 per cent profit 
on total investment, all the circumstances of the case should be con- 
sidered, and in particular the following: (1) That the Corporation 
was not one of a number of nearly equal competitors, but rather one 
which controlled a very large proportion of the total business of the 
country, and one which possessed in addition certain quasi mono- 
polistic features, both of which circumstances tended to reduce riskj 
(2) that, as in all great companies of this type, the stockholders as 
a class had no real responsibilities of management, while the broad 
market for the stock enabled them to invest therein or sell out their 
holdings at current market values without difficulty; and (3) that 
when the profit on that part of the actual investment which was put 
in for shares of the capital stock (as distinguished from bonds) is 
considered it was at a considerably higher rate than 12 per cent. 
(Seep. 344.) 
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CHAPTER Vin." 
THE BOin)-COirV£&SIOV PLUr OF 1902-3. 
Section 1. Desoriptioii of plan and terms. 

In April, 1902, or just about a year after the organization of the 
United States Steel Corporation, announcement was made that the 
board of directors had approved plans for converting $200,000,000 
of the 7 per cent preferred stock of the company into 5 per cent bonds. 
As a part of this conversion plan it was also proposed to sell 
$50,000,000 of bonds to reimburse the treasury for expenditures 
previously made to retire certain current obligations, and to secure 
additional working capital for the Corporation. 

The terms of the plan were in substance as follows: An issue of 
$250,000,000 five per cent 10-60 year sinking-fund gold bonds was 
to be authorized. Of this amount, $200,000,000 was to be paid for 
in preferred stock exchangeable at par, the additional $50,000,000 
to be sold for cash, also at par. Each holder of preferred stock was 
to have the right to subscribe for the new bonds to the extent of one- 
half his holdings of that stock (there being outstanding, rou^ly, 
$500,000,000 of preferred stock, or twice the amount of the bond 
issue proposed). These subscriptions were to be payable as follows: 
80 per cent in preferred stock and 20 per cent in cash ; that is to say, 
a holder of 100 shares of preferred stock of a par value of $10,000 
could subscribe for $5,000 of the new bonds at par and pay for them 
by depositing 40 shares of his preferred stock, of a par value of 
$4,000, and $1,000 in cash. The stockholders also had the option of 
exchanging such 40 per cent of their holdings of preferred stock 
without subscribing for any of the new bonds in cash. A syndicate 
was, however, formed, under the management of J. P. Morgan & 
Co., to underwrite the sale of $20,000,000 of bonds for cash at par 
and to guarantee the exchange of $80,000,000 of preferred stock. A 
copy of the syndicate agreement appears elsewhere. (See p. 400.) 
This did not mean that the syndicate was compelled to surrender 
$80,000,000 of stock or to subscribe $20,000,000 of cash, in addition 
to subscriptions by other stockholders. It simply guaranteed that 
in all $80,000,000 of preferred stock would be deposited and that 
$20,000,000 of bonds would be paid for in cash. To the extent that 
stockholders outside of the syndicate made such deposits, the syndi- 
cate's obligation was reduced. 
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It will be seen, therefore, that the plan did not really insure the 
raismg of more than $20,000,000 of the $50,000,000 cash capital 
"which, according to the official announcement, was urgently needed. 
. An important feature of the arrangement, and one which proved 
productive of intense dissatisfaction, was a provision that the under- 
"svriting syndicate should receive a commission of 4 per cent on' all 
bonds issued, whether for cash or in exchange for preferred stock, 
and, furthermore, regardless of whether such bonds were exchanged 
hy members of the syndicate or by individual stockholders of the 
Corporation. Of this 4 per cent commission 20 per cent, or one- 
fifth, was to be retained by J. P. Morgan & Co., syndicate managers. 
(See sec. 3.) 

The plan was submitted to the stockholders of the Corporation at 
a meeting held on May 19, 1902, and was approved by an overwhelm- 
ing majority of the stock represented.' 

Several suits were, however, immediately instituted to prevent the 
execution of this plan. Eventually all of this litigation was swept 
aside, but it forced a postponement of the plan for about a year. On 
March 3, 1903, J. P. Morgan & Co., acting on behalf of the Steel Cor- 
poration, renewed the offer of exchange on the terms above outlined, 
with the necessary changes in dates. 

Section 2. Extent of oonversion operations. • 

At the time the conversion plan was first announced, in April, 
1902, the syndicate members deposited with the syndicate managers 
$80,000,000 preferred stock, and it appears that this stock was allowed 
to remain in the hands of the syndicate managers during the time 
the plan was delayed by litigation. There were deposited by stock- 
holders outside of the syndicate, either at the time the plan was 
originally announced or under the offer as renewed a year later, 
$45,200,000 of preferred stock." There were no cash subscriptions 
to new bonds on the part of individual stockholders outside of the 
syndicate (except for the trifling amount of $12,200), since the bonds 
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at the outset sold (on a "when-issued" hasis) slightly under par 
and were selling by March, 1903, when the plan was fonnally put iii 
operation, at only 88. The preferred stock was selling in April, 1902, 
when the plan was first announced, at 94 ; by the time the offer was 
renewed the price had dropped to about 85. 

Under the offer as renewed, the right to exchange preferred stock 
for bonds, so far as shareholders outside of the syndicate were con- 
cerned, was to cease on May 16, 1903. The underwriting syndicate, 
however, could make such exchange until July 1, 1904; in other 
words, for a period of 13J months after this privilege was terminated 
with respect to the stockholders outside the syndicate. It is true that 
the individual stockholders had been given for a limited period a 
preferential opportunity to exchange their preferred stock for bonds. 
That is to say, had every holder of preferred stock outside of the 
sj'ndicate elected to exchange 40 per cent of his preferred stock for 
bonds, then the syndicate would have been able to exchange only a 
part (about 40 per cent) of the $80,000,000 which it had deposited 
with J. P. Morgan & Co. As just shown, however, only about $45,- 
iiOOjOOO of preferred stock was deposited by the shareholders outside 
the syndicate up to May 16, 1903, when the privil^e was terminated 
so far as these stockholders were concerned. On the other hand, the 
syndicate, under its arrangement, was to be allowed to continue such 
exchanges up to July 1, 1904. 

The exclusive extension of this privilege to the underwriting syn- 
dicate for this period resulted in intense dissatisfaction. This was 
greatly aggravated because the margin between the price of the bonds 
and the price of the preferred stock continued to widen, so that the 
syndicate was able to make a large profit by buying the preferred 
stock in the market and immediately turning it into bonds worth a, 
higher price. (As shown elsewhere, the profit on this operation may 
have been more than offset by a loss on the syndicate's cash subscrip- 
tion to $20,000,000 bonds.) In October, 1903, the margin between 
the price of the bonds and the price of the preferred stock was about 
12 points. In November it widened out to 15 points, the prefeiTed 
stock selling below 50, whereas the lowest price for the bonds was 
65.^ This meant that the syndicate, which had the exclusive right 
to continue the conversion, could, by buying preferred stock in the 
open market and immediately exchanging it for the new bonds, make 
a profit of $12 to $15 on every share thus purchased and exchanged. 
The total amount of the stock purchased by the syndicate appears to 
have been about 248,000 shares. (See p. 355.) 

The fact that the privilege of such exchange was confined to the 
underwriting syndicate, as well as other features of the plan, aroused 
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widespread disapproval. As a result, on November 19, 1903, the 
arrangement was abmptiy terminated, 

Seotion 3. Basalts of conTersion plan. 

Results to the Cortohation. — The conversion plan, it will be 
recalled, purported to provide for the exchange of $200,000,000 of 7 
per cent preferred stock into a like amount of 5 per cent bonds, 
thereby substituting an interest charge of $10,000,000 for dividend 
requirements of $14,000,000, and also for the sale of $50,000,000 of 
bonds tx) provide cash, which was apparently much needed, thereby 
increasing the interest charges by $2,500,000. One result of this 
plan, therefore, had it been carried out in its entirety, would have 
been the substitution of $12,500,000 of interest for $14,000,000 of 
dividends, or a net saving to the Corporation of $1,500,000. On the 
conversion alone the saving would have been $4,000,000> As already 
seen, however, this object was by no means realized. The total amount 
of bonds issued under this conversion plan was stated by Chairman 
Gary, at the time the syndicate agreement was terminated, as follows : 
$146, 388, 500 bonds have alreftdy been Issued In eiebange for stock received 
and canceled. 
3, 611, 500 remain to be issued In exchnnge for preferred stools to be con- 
verted by the syndicate. 
2.902,000 bonds sold at par for cash and paid for in full October 1 and 
already Issued. 
17,098,000 bonds sold at par (or cash upon which 25 per cent was paid to 
the Corporation October 1 and which will be Issned whenever 
the remaining 75 per c»it shall be called for and paid. 



170, 000, 000 total Issue outstanding. 

The arrangement was further described in the second annual report 
of the Corporation as follows: 

Up to December 31, 1903, there bad been issued and were out- 
standing United States Steel Corporation 10-60 year 5 per cent 
sinking fund gold bonds, dated April 1, 1903, for the aggregate 
principal sum of $152,902,500. These bonds were issued in pay- ' 
ment for 1,500,000 shares of preferred stock at par, as well as 
in consideration of $7,177,100 cash received from J. P. Morgan & 
Co., for a syndicate, being part of $20,000,000 cash receivable 
under the contract of April 1. 1902, approved by the stockholders 
in special meeting May 19, 1902, and fliereafter sustained by the 
courts. Since January 1, 1904, and up to the date of the writing 
of this report, there have been received from J. P. Morgan & Co. 
$3,822,900 additional on account of the aggregate of $20,000,000 
cash receivable as above, and there have been issued additional 
bonds of the par value of $5,097,500, making at this date {March 
1, 1904) a total issue of bonds for the aggregate principal sum of 
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$158,000,000. Thus the Corporation has received from J. P. 
Morgan & Co. for the syndicate $11,000,000 in cash and has 
delivered $8,000,000 in bonds, leaving $9,00O,O0O cash to be re- 
ceived and $12,000,000 bonds to be delivered. 

The Corporation has the right at its option at any time to call 
for the remaining $9,000,000 cash, but in order to avoid the un- 
necessary burden of interest upon bonds issued for money not 
immediately needed, arrangements have been made with J. P. 
Morgan & Co. whereby, until otherwise provided, the Corpora- 
tion will not be required to call the remaining $9,000,000 cash 
or to deliver bonds therefor except wlien and as the cash shall 
be needed by the Corporation. Interest on these bonds begins 
■to run only as and when the Corporation receives cash for them. 
Under Article Third of the contract, Messrs, J. P. Morgan &Co,, 
representing the syndicate, have received, or will receive, as com- 
pensation 4 per cent upon the par of $170,000,000 bonds, for 
■which there have been sold to and received bv the Corporation 
1,500,000 shares of preferred stock at par, besides the $20,000,000 
in cash received or receivable as above stated. 

It will be seen, therefore, that the plan fell far short of accomplish- 
ing what it was designed to accomplish. Instead of providing $50,- 
000,000 new cash (or, after deducting the syndicate's commission of 

4 per cent, a net amount of $40,000,000) the total new cash raised was 
only $13,200,000, this amount being arrived at by deducting from the 
$20,000,000 cash subscribed by the syndicate the 4 per cent commis- 
sion on the total of $170,000,000 of new bonds issued, or $6,800,000. 
Moreover, only a portion of this cash had been paid in to the Cor- 
poration at the end of December, 1903, whereas, according to the 
circular announcing the conversion plan in April, 1902, $50,000,000 
of cash was desired in the immediate future. The annual dividend 
requirements of the Corporation had been reduced by $10,500,000 
through the exchange of the $150,000,000 of 7 per cent preferred 
stock for the 5 per cent bonds, but interest charges had been increased 
$8,500,000 by reason of the issuance of a corresponding amount of 

5 per cent bonds plus $20,000,000 additional bonds sold for cash. 
There was, therefore, a net reduction in tlie combined charges of 
$2,000,000 per annum. This reduction, however, had been accom- 
plished only by substituting a bonded debt for a stock liability, and 
at an initial cash expenditure of $6,800,000 for commissions. 

Results to the syndicate, — The results of the bond-conversion 
plan to the underwriting syndicate can only be estimated, since it 
is not known what the stock deposited by syndicate members cost 
them, or what profit was made on the purchase of preferred stock 
in the open market by the syndicate for exchange into bonds. 

It will be recalled that the syndicate originally deposited $80,000,- 
000 of preferred stock and the outside stockholders $45,200,000, leav- 
ing $24,800,000 to be purchased in the open market by the syndicate 
(the total amount of preferred stock exchanged being $150,000,000), 
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The preferred stock, at the time it was originally deposited by the 
syndicate members, was worth, as already stated, about 94, The 5 
per cent bonds, at the time the syndicate was finally wound up in 
May, 1904, were quoted at about 73, On this basis alone (which is 
not wholly conclusive) , tjiere was a loss of 21 points on each share 
of preferred stock exchanged by the syndicate, or $16,800,000 in all. 
Against this, however, must be placed the syndicate's commission of 
$6,800,000, and the profits which it made on the purchase of pre- 
ferred stock in the open market for exchange into bonds; deductions 
would then have to be made for certain expenses of the syndicate. 
The amount of the profit made on such purchases of preferred stock 
in the open market is not definitely known. Just before the conver- 
sion arrangement was terminated, in tlie latter part of November, 
1903, there was a possible profit of nearly 15 points on such conver- 
sion operations. As shown later, very heavy purchases of the pre- 
ferred stock were made in the open market at just about this time, 
and it is reasonable to assume that a considerable part of such pur- 
chases were for the account of the sj'jidicate, because of the large 
profit possible on such operations. An allowance of $15 per share 
as the average profit on such open-market conversion operations 
would, however, probably be too high. Assuming that the profit 
may have averaged as much as $10 per share for the preferred stock 
-exchanged, the syndicate's profit on this part of the transaction would 
have been, roughly, $2,500,000, in addition to which there would have 
been some interest receipts ; but, on the other hand, there would have 
to be deducted the expenses of the syndicate. Assuming that the net 
profit on the preferred stock purchased for exchange into bonds was 
only $2,000,000, the indicated loss of $16,800,000 above referred to 
would have been reduced, after also taking account of the $6,800,000 
commission, to $8,000,000. It may be noted that some estimates of 
the syndicate's loss published in financial journals about this time 
ranged in the neighborhood of this figure. 

It is, of course, somewhat arbitrary to calculate the results to the 
syndicate on the basis of the value of the bonds on the day the syndi- 
cate agreement was terminated. Some of the bonds had been de- 
livered to syndicate members prior to that date, while the value of 
those received at that time might perhaps be better expressed by 
taking the average market price over a considerable period of time. 
Thus the average price of these bonds during the remainder of the 
calendar year 1904 was approximately 81, or 8 points above the price 
used in the foregoing calculation. If the bonds had been disposed of 
at such an average figure, the indicated loss would of course, be corre- 
spondingly reduced. 

Any calculations of the results to the syndicate, however, are 
necessarily somewhat inconclusive. The conversion operations were 
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accompanied by pronounced depression in the steel industry and there 
can be little doubt that the preferred stock would have declined 
heavily even had the conversion plan never been undertaken. Viewed 
from this standpoint, it might be argued that the syndicate members 
(and individual stockholders as well), in proportion as they ex- 
changed preferred stock for a bond worth from 10 to 15 points more, 
reduced a loss which they might otherwise have suffered. On the other 
hand, in recent years the preferred stock of the Steel Corporation has 
sold well above these bonds (both issues, moreover, having sold for a 
long time well above par) , so that viewed from this point it might be 
argued that the stockholders and syndicate members who exchanged 
their preferred stock had lost a possible profit in this operation. 
Against any sacrifice of future profit which mig^t have been made 
by retaining the 7 per cent preferred stock, however, those who ex- 
changed that issue at all times enjoyed the advantages afforded by a 
security which preceded that issue, while, moreover, the bonds for a 
considerable time sold at higher prices than the preferred stock. 

Section 4. General oritioiun of the oonvenion plan. 

While the courts of final resort decided every suit brought against 
the conversion plan in favor of the United States Steel Corporation, 
their decisions really had almost nothing to do with the merits of 
the plan itself. The courts passed almost exclusively on the legal 
rights of the Corporation. On the question of the propriety of the 
plan the courts simply held that, in the absence of fraud, they could 
not go back of the action of the directors of the Corporation, They 
held that there was no evidence of fraud. This, however, is aside 
from the question of the advisability or wisdom of the plan. 

The wisdom of substituting a bond issue for a portion of the pre- 
ferred stock may be left to individual opinion. The question whether 
the company should have postponed the payment of dividends on 
the common stock amj thus have avoided issuing bonds for cash may 
likewise be passed over at this late day, and particularly since these 
are matters which concern the stockholders rather than the general 
public. Some features of the plan, however, are of general interest 
both as bearing upon the organization and financing of corporations, 
and also because they had a direct bearing through the stock market 
on the security market in general, and thus tended directly to affect 
the general public Particular mention may be made of the arrange- 
ment with the underwriting syndicate and its compensation. It will 
be recalled that whereas the holders of the preferred stock outside the 
syndicate were permitted to deposit preferred stock in exchange for 
bonds only during the period from March 16 to May 16, 1903, the 
syndicate was, under the terms of the contract, as renewed, per- 
mitted to make such exchange up to July 1, 1904. After the offer 
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had been terminated with respect to the shareholders outside the syn- 
dicate, in view of the fact that such shareholders took advantage of 
the offer only to a limited extent, the decline in the market price of 
the preferred stock worked to the advantage of the syndicate, since it 
could buy that stock and convert it into bonds at a higher price. 
While the bonds themselves declined greatly in value the preferred 
stock fell so much faster that there was a large profit for the syndi- 
cate (with respect to this part of the arrangement) in thus purchas- 
ing preferred stock and exchanging it into bonds. As already diown, 
when the plan was first announced, in April, 1902, the new bonds 
were' quoted at only a fraction under par, and the preferred stock at 
94. By the time the plan was actually put in operation, in March, 
1903, the preferred stock had dropped to about 86. The bonds, how- 
ever, had fallen to about 87, so that there was only a small margin 
between them. The relationship of the two prices was substantially 
maintained up to May, 16, 1903, when the subscription privilege of 
preferred stockholders outside the syndicate was terminated, both 
the stock and the bonds being quoted on that date at about 83. By 
July 1, however, the stock had fallen to 81, the bonds remaining un- 
changed at about 83, thus showing a difference of about 2 points. By 
the first of October this margin had increased to about 10 points, and 
by the end of the month to over 12 points, while by the middle of 
November, or just before the contract with the syndicate was ter- 
minated, it had widened out to about 15 points. During the entire 
interval from May IG, 1903, to November 19, 1903, on which date the 
arrangement was terminated, the syndicate had the exclusive right of 
conversion. Obviously there was a heavy profit in thus purchasing 
preferred stock at from 10 to 15 points below the price of the bonds 
and making the conversion. It has already been shown that the syndi- 
cate apparently purchased something like 248,000 shares of preferred 
stock in addition to the amount originally deposited by it. Ap- 
parently the great bulk of this stock was purchased during the in- 
terval when the margin between the price of the bonds and the price 
of the stock was abnormally wide. Very convincing evidence to 
this effect is furnished by the fact that on October 22, 1903, the 
United States Steel Corporation, in making application to the New 
York Stock Exchange to have these bonds listed on the exchange, 
stated that there had been issued up to that time $133,295,500 of the 
new bonds, of which amount $130,411,000 had been issued in exchange 
for preferred stock to be retired (the balance having been sold for 
cash to the syndicate). As above shown, when the syndicate agree- 
ment was terminated by the Corporation, the amount of preferred 
stock exchanged or which could be exchanged was $150,000,000. 
Therefore, the evidence is very strong that during this interval 
between October 22, 1903, and November 19, 1903, approximately 
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$20,000,000 worth of preferred stock, or 200,000 shares, were purchased 
in the open market by the qmdicate for exchange. During this inter- 
val there were very heavy transactions in the preferred stock, the total 
for the four weeks ended October 19 exceeding 2,000,000 shares, while 
the mai^in between the preferred stock and the bonds ranged gen- 
erally from 12 to 13 points, occasionally being somewhat greater. 

As already stated the privilege of the indicate to make such con- 
version operations was terminated on November 19, 1903. Th« fol- 
lowing statem^it was given out by E. H. Gary, chairman of the Cor- 
poration : 

At a meeting of the finance committee of the United States 
Steel Corporation held yesterday it was (by unanimous vote) 
decided to suggest to Messrs. J. P. Morgan & Co. that the syn- 
dicate contract for the conversion of preferred stock into second- 
mortgage 5 per cent bonds should be canceled and terminated 
beyond the amount of $150,000,000, which figure has very nearly 
been reached. 

Messrs, J. P. Morgan & Co. immediately acceded to the re- 
quest of the finance committee and no further exchanges will be 
made for account of the syndicate beyond the amount stated. 

It was reported that this sudden termination of the agreement was 
prompted by the threat of injunction proceedings against the Corpo- 
ration. However that may have been, the vigorous condemnation of 
the plan by the press was involving the Corporation in exceedingly 
unpleasant notoriety, and there can be little doubt that the abandon- 
ment of the arrangement was in response to this disapproval. (See 
pp. 350-351.) 

While the evidence, therefore, indicates that the syndicate pur- 
chased a very large quantity of preferred stock during the period 
when it was selling at a wide margin under the price of the bonds, 
this in itself does not show that the syndicate was directly responsible 
for the pronounced depression of the stock. Such charges would, of 
course, be almost impossible of proof. It is, however, worth noting 
that the suspicion was very widely entertained in Wall Street at the 
time that the syndicate was not merely taking advantage of a pro- 
nounced decline in the preferred stock, but that it had actively as- 
sisted in bringing about this decline. The mere fact that there was a 
special inducement to indulge in such manipulation and that the syn- 
dicate would be the sole beneficiary at the expense of the remaining 
stockholders is alone a very telling criticism of this feature of the 
plan. 

Complaint was also made that the 4 per cent commission to the 
syndicate was excessive. Opinions on this question depend chiefly 
of one's views as to the general merit of the plan of exchanging 
preferred stock into bonds. If the conclusion be reached that the 
substitution of $150,000,000 of 5 per cent bonds for a like amount 
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of 7 per cent preferred stock was in itself desirable and advan- 
tageous to the Corporation, then the payment of $6,800,000 in the 
form of a 4 per cent commisdon on this portion of the bond issue 
could perhaps be defended. If, however, such substitution of bonds 
for stock is regarded as inadvisaWe, then the payment of the 4 per 
cent commission for effecting such exchange becomes open to objec- 
, tion. It amounted, on this assumption, to the payment by the Cor- 
poration of $6,800,000 to the syndicate for raising ^0,000,000 of 
cash ; in other words, a commission of 34 per cent. Viewed in this 
light alone, it is impossible to avoid the conclusion that the commis- 
sion was grossly excessive. 

Without attempting to pass on this feature of the plan, it seems 
clear that the exclusive privilege allowed the syndicate of converting 
preferred stock into bonds was undesirable and unjustifiable. 
Certainly for the time being it seriously hurt the pre^ige of the 
Corporation. 

E^soNH FOR THE coNVBKBiON PLAN. — ThcTe has been a great deal of 
discussion as to why the directors of the Steel Corporation decided 
upon this conversion plan. One of the most probable reasons for its 
adoption is that the financial interests identified with the Corpora- 
tion found that its enormous capitalization acted as a wet blanket 
upon the stock market at all times and, furthermore, that it con- 
stituted a very serious potential menace in the event of a sudden panic. 
Although the preferred stock of the Corporation was paying 7 per 
cent dividends, it was at that time regarded by conservative investors 
as distinctly a speculative security. Indeed, during the depression in 
the iron and steel industry in the winter of 1903-^, when the dividend 
on the common stock was first cut in two, and later suspended alto- 
gether, there were very grave fears that the Corporation would not 
be able to maintain dividends on even the preferred stock. This feel- 
ing among conservative investors undoubtedly prevented a rapid dis- 
tribution of the preferred issue by banking interests who were carry- 
ing large amounts of this stock. A 5 per cent bond, on the other 
hand, might appeal more strongly to the investing class, and thus 
might afford a means for relieving the stock market of the pressure 
of the enormous capitalization of the Corporation to that extent. 
That is to say, if a large amount of the preferred stock of the Cor- 
poration then " on the market " could be withdrawn, exchanged into 
bonds, and placed with investors who would be disposed to hold the 
latter without much regard to temporary fluctuations in market con- 
ditions, the financial operations of banking interests in other direc- 
tions would be facilitated to this extent. A special point in this con- 
nection is that some of the large insurance corporations, and other 
institutions of a similar character, might naturally be more ready to 
purchase a bond than preferred stock. There seems to be little doubt 
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that this was a primary motive underlying the adoption of the con- 
version plan. 

Another explanation sometimes advanced is that the plan was 
largely designed to increase the value of the common stock by 
reducing the prior charges. Some of the leading interests in the 
Steel Corporation claimed to be large owners of the common stock. 
It is difficult to believe, however, that this could have been a very 
important consideration in the minds of the directors, since the sub- 
stitution of a bonded debt for the preferred stock can hardly be re- 
garded as likely to improve the standing of the common stock with 
investors generally. It is true that the new bonds contained a pro- 
vision to the effect that foreclosure proceedings could not be instituted 
under them until there had been a failure for a consecutive period of 
two years to pay interest. It is also true that the conversion opera- 
tions reduced the charges coming ahead of the conunon stock. How- 
ever, the influence of a bond issue is ordinarily more adverse to the 
common stock than that of an issue of preferred stock, and it hardly 
seems probable that the possibility of enhancing the value of the com- 
mon stock was an important factor in bringing about this conversion 
plan. 

Still another explanation offered for this plan was that it was a 
deliberate sch«ne to enable the underwriting syndicate to "milk" 
the Corporation.^ While the anticipated profit of the syndicate un- 
doubtedly was an important consideration, and while, as already 
pointed out, such underwriting profits were a very conspicuous fea- 
ture of the consolidation movement in the steel industry throughout, 
it hardly seems reasonable to assume that the primary object of the 
directors of the Corporation in adopting this conversion plan was to 
secure a large profit for an underwriting syndicate of which only a 
part of them were members. While open to several serious objections, 
it seems more probable that the syndicate arrangement was an inci- 
dent of the plan and not its chief object. 

1 Thus one writet in dtecuaslng this plan said : 

It seems perffletly clear that an Important motlTe (or tlila transaction was to se- 
cure a large profit to prominent bankers who were represented at the same time on 
the board of directors ot the Steel Corporatlaa. (W. Z. Riple;, Quarterly Journal 
ot Economics. Fehruar;. 1905. ) 
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CHAPTER IX. 

RELATIVE FOSrtlOK OF THE UNITED STATES STEEL COBPOKA- 
TIOK IN THE STEEL INDTTSTET. 

Section 1. Compttrison of Steel Corporation's production of principal 
prodncts with that of independent concerns. 

It is clear that the United States Steel Corporation at its organi- 
zation, in 1901, overshadowed not only any individual ccffnpetitor 
in the industry in the United States but all ctanpetitors combined. 
Since its organization the Corporation, as shown, has acquired sev- 
eral important independent concerns, and has also very greatly in- 
creased its capacity by the erection of new plants and the moderni- 
zation and enlargement of old ones. Notwithstanding the resulting 
great expansion in the absolute volume of its business, however, the 
Corporation, from a manufacturing standpoint, has not increased 
its proportion of the total output of the country. On the contrary, 
in the case of several products, it has actually failed to maintain the 
position which it held in 1901. With respect to the ownership or 
control of raw materials, and particularly of ore, the case, as shown 
later (see sec. 6) is very different. 

The production of the Steel Corporation, yearly, since its organi- 
zation, has already been given in Table 30, on page 270, In Table 
60, below, the Corporation's output of principal products, from 1901 
to 1910, is compared with the combined output of independent com- 
panies, the total for the country also being given. These figures 
have been compiled from the annual statistical reports of the secre- 
tary of the American Iron and Steel Association, a recognized au- 
thority. It will be noted that the classification of products by the 
American Iron and Steel Association is somewhat different from that 
by the Steel COTporation itself, as given in Table 30, and, further- 
more, that the statistics in Table 50 do not include certain semifin- 
ished products, such as billets, slabs, etc., which were included in 
Table 30. However, since the Iron and Steel Association statistics 
are presumably compiled on a uniform basis from year to year, they 
afford a satisfactory basis for the present discussion. 
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360 THE STEEL INDUSTRY. 

TiBLB BO.-ANKUAL PRODUCTION OF ORE, COKE, AND IRON AND STEEL PRODUCTS 
BY UNITED STATES STEEL CORPORATION AND BY INDEPENDENT CONCERNS, 
1901-1M0.> 

(Pmm Buniul aUtlstlcal reports of the AmeilcaD Iron and Steel Aasoclstion.] 
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U.S. 
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U.S. 
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Total, 
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Sl«i 
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Or.toTM. 
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IS, 196, Ml 


'28,887.471 
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45.1 
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1 
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7,891.02- 


20,489,237 




16,669,47010,911,651 «,671, 121 
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8,613, HE 


8,973,391 


15,586,89; 




7,802,81; 9,805,51' 


L7. 606, 321 






















1W,«5 


ll»,97« 


291,461 


65.1 


172,718| 40,263 
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2,7«,996 




69.0 


2,984,708 


2,703,021 


6,687,729 














8,8flO,SM 




66.3 


9,743,918 


6,092,174 


14,826,092 


65 7 








Rolled prodiKla: 


















1,1S1,74( 2.870,811 




1,920,780' 1,014,80. 


2,935,39; 


6£.4 




6»,73! 


983,417 1,013,191 




753,481 


546,845 


1,300,321 




Plates and shBBls* 


1,«8,8»7 797,628 J,2M,4!J 


M.6 
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i,osa,86e, 3W,07S i,3e£,e3' 
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lahad rolled products. 


1,324,393 


3,5a),W9 


4,846,002 


27.3 


1,701,700 


3,706,99^ 


8,408,896 


31.1 
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1 








6,l«.,95g fl,l59,3M 


12,349,327 


6ai 


7,088,668 8,857, 458|l3, 944, 116 
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1 






1 




lbs.) 


S,M8,B38| 3,3«,8S< 


0,803,82 
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«... 
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. 
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l-okei 


8, ess, 391 


ia,0O3,9« 25,262,361 


34.2 
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L PRODUCTS 



anualatatlatk^l reports olthe American Iron ai 
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U.S. 
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2,946,78 
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919,141 
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rails, and other fin- 
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29.6 
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4,805,852 
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rolled products.. 


6,762,891 
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13,207,tt97 
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5,744,798 
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12.013.381 
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WIro nails (kegs of 100 
















lbs.) 


6,801,180 
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7,998,912 


3,927,749111,926,661 


87.0 
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56. < 
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S7.a 
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36.S 
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20S.683 
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7,379,1W 


3,562,18. 


10,941,375 




8.072. 6Si 


4,203,17; 


12,275,830 




Open hearth 


4,616,051 




8,971,376 


51.4 


5,466.644 


5,523,869 


10,980,413 


49.8 
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1,995,239 


7,917,512 
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61.6 
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1,503,801 
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4,182, lil 


58.3 


Wire rods 


1,265,707 
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69.9 
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BY CNITED BTATEB BTEEL CORPORATION AND BY INDEPENDENT CONCEKKB, 
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[Frnni umiol slaUaUcaL nporta ol the Amedcsn Iron and St«el AsBocintlaD.] 
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1 
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. 

43.3 
54,7 

54.9 


16,662,71519,320,621 

14,679,61311,435,374 
8,169,93117,863,687 

6,819,0M 8,964,036 

115,344 36,67' 


Or. Km». 
35,083.336 

28,014,987 
26,033,518 

15,784.000 

162,018 


:: 
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»PlBgBl,alO 


14,808,617 
152,876 


26,442,013 
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43.2 






BwmniOT 
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6,643,088 


4,111,089 
6,006,648 


11,687,549 
11,549,736 


47.8 


4,0»S,27S 
3,783,438 


2,061,480 
4,063,» 


8,116,765 
7,836,729 


4&2 




13,099,548 


10,117,737 
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66.^ 


7.838,713 


6,114,771 
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Holted product: 
Bessemer steel rails... . 
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3,380,025 


51.. 
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2,649,693 
l,ai6.9« 
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PtalesandBheeMi-... 

Wire rods. 
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71.6 


r. 
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47.5 
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47.1 
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Table M.— ANNUAL PRODUCTION OF ORE, COKE, AND IRON AND STEEL PRODUCTS 
BY UNITED STATES STEEL CORPORATION AND BY INDEPENDENT CONCERNS, 
1901-lfllO— ContlLued . 



IFrom aoDiial staUstlcal report: 


ot the American Ir 


on and Sl«l Association.] 
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Total. 
all com- 
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panics. 


Total, 
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total. 
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flr.wiw. 
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Or. MM. 
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Production, all dlstrtels 23, CI , 0«7 


27,863,22451,294,27 


«x7 


26,246,816 








region 21,8T(i,2« 


20,710,623 42,688,809 


51.4 


22,186,97221,256,425 


43,442,397 


61.0 










Pig iron, excluding 


1 










Bpiegei,etc '11,465,2» 


14, lis, 231.26, 170,43 


M.S 


11,667,762 16,421,37 


a,079,136 


43.0 




1 




1 








163,180 


81,SB0J 225,040 




173,636| 50,795 


224,431 




hiEota and castings:" 




i 1 




1 






Bessemer 5,8M,300 3,484,483! 9,330, 7S 




5,706,2231 3,616,54! 


9,412,772 


61.6 


Open hearth 

Total 


7,B08,889|6,985,047H«3,e36 


Sl.S 


8,383,146; 8,121,363 


18,604,609 


60.8- 


13,355,18010,4(10,530 23,824,719 


66. 0||14, 179, 369 11,737,912 


25,917,281 


54.7 


Rolled products; 








1 






Bessemer steel rails 


1,012,612 


-64.869 


1,767,171 


57.3 


l,134,38i; 750,081 


1.884,442 


60.3 


Open-hearth ttsel rails . 


722,606 


M4.089 


1,258,974 


57.5 


1,004,565! 748,794 


1,761,360 


57.4 








2,275,5« 




l,163,3Do! 1,103,691 


2,2«6,S9( 




Plalee and sheets' 


2,10e,57< 


2,13S,77( 


4,234,341 


49. S 


2,380,106' 2, S76,37t 


4,955,48- 


48.0 


Wire rods 






2,335,6& 




1,608,294 733,531 


2,241,83( 




Bars, skelp, nail plate. 
















iron rails, and other 
















Bnished rollsd prod- 


















3.063,«fi9 


<, 711, 603 


7,775,252 


39.4 


3,203,279 6,317,996 


8,621,274 








Total finished 


1 












rolled products. . 


B, 80S, 306^10,030, 384jl9,«44, m 


48.9 


10,393,92,^11,227,364 


21,021,279 


48.1 


Wire nails (kegs ot 100 


1 } 




1 








8,4*2,600 5,473,56313,916,08 


60.7 


7,041,092 6,063,21( 


12,704,90! 


55.4 


Tin plates and teme 


- 1 














01.9 




722,770 



















' AU figures for coke are given In net tons. 

) The division of (he total production between Bes9e 
Iron and Steel Association In these years. The llgurea 
(P- 270), 

' Includlne black plates loi tinning, but excluding nail plale. 

Section 2. Percentages of conntry's prodnction of principal iron and steel 
products controlled by Steel Corporation. 
The relative position of the Steel Corporation from a manufactur- 
ing standpoint may be better seen from the following table — ^based 
npon Table 50 — which gives simply the Corporation's percentages of 
the country's production of these leading iron and steel products dur- 

— c*l' 
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ing this period. It may be notfd that the percentages for pig iron 
and spiegeleisen, ferromanganese, etc., in addition to being stated 
separately, are in this table combined. 

TiBU n.— PROPORTION OF TOTAL UNITED BTATEa PKODtTCTION OF IKON ORE, 
COKE, AND VARlOUa IRON AND BTEEL PRODUCTS CONTROLLED BY THE UNITED 
STATES STEEL CORPORATION, YEARLY, 1901-1910. 

[From uiniial atatlntlffil reporta of the American Iron and Bt 
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61.9 
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68.0 


57.4 
69.9 












Bars, skelp, nail plate, iron rails, and 
other flnlshed rolled producla 
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Total flnlshed rolled products . . . 
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The Steel Corporation itself prepared a comparative statement of 
similar percentages with, however, a somewhat different classification. 
The Corporation, it should be noted, relied largely upon the reports 
of the American Iron and Steel Association. Its figures are given 
in Table 52. They are, in most instances, substantially the same for 
the same products as those compiled by the American Iron and Steel 
Association except that in 1907 the Steel Corporation's figures include 
the production of the Tennessee Coal, Iron and Railroad Company, 
while those of the American Iron and Steel Association do not. The 
Corporation's figures for ingots and castings, moreover, include cer- 
tain special steels, the tonnage of which is small, while those of the 
Association, as here given, do not,' 
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Table 52— STEEL CORPOB.\T10N'« PERCENTAGES OP TOTAL PBODUCTUDX IS 
THE UNITED STATES OF TIG IRON AND VARIOUS STEEL PKODIICTS, AS COM- 
PUTED BY THE CORPORATION, 1001-1910. 
[These data are based u[K>n actual tonDBge produced, except as otberwlBe noted, as 

tumlBhed hs statUtlcH publlsbed by the AmerlcBD Iron aod Ele«I AaBoelation Hupplemented 

by inTeatlgation made bf tbe United Statra Steel Corporation.'] 



3 I 



3 I 



a I 



"I i 



1 Tbe retstive percentaecs shown in the above statement are based upon gro 
as related lo tbe domestic oonsinapUon within the United States of the severa. 
centages given tor United Stales Sleel overstate \\s relative position. This is 
per cent of the Steel Corporation's outpnt la shipped hi the export 
Id the UDlt«d Stales as a whole conduct a compaiatlvel}' small export busines 
this export tonoatte, it Is estimated by the Corporation that its tonnage Is equal 
than fiO per cent ot the entire ateel produced in the United Stales whj 

■ Includes sheets for tinning, galvanlting, and other coatbigs. 

' Tennessee Coal, Iron and Hallroad Company included with Steel Corporation in these years 

'Dalanotavallable. 

> The percentages given for nlre rods also overstate the relative portion of the Corpora tlon as 
hidustry as represented by wire lor consumption, because of the (ael that tbe Corporation has 
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For the purposes of the present discussion it will be found con- 
venient to use the classification given in Table 51, referring from time 
to time to the percenta^s computed by the Steel Corporation. From 
an examination of Table 51 it will be seen that the Corporation has 
maintained its relative position in the industry much better in the 
case of iron ore and pig iron than in the case of crude steel and fin- 
ished steel products. The changes in its relative position may best 
be seen by a discussion of the important products separately. 

Ikon ore. — With respect to the production of iron ore, it will be 
seen that the Corporation has well maintained tie position which it 
held in 1901. Indeed, the figures for recent years show that its per- 
centage of the total production of the country is somewhat greater 
than it was in 1901. Thus, in 1908 the Corporation produced 46.3 
per cent of the total ore output of the country, and in 1909, 45.7 per 
cent, as compared with 43.9 per cent in 1901. (The 1910 figures have 
not yet been published by the Association. The Corporation's pro- 
portion in that year, however, based upon Geological Survey figures, 
was 44.4 per cent.) 

A striking feature of these percentages for ore is their compara- 
tive uniformity. Except for 1904, the Corporation's percentage of 
the total production never fell as low as 43 per cent, and in only one 
year exceeded 46 per cent. 

These percentages of production are based upon the total output 
of the country. Taking ore shipments from the Lake region (the 
production of mines in that region alone not being shown by the 
American Iron and Steel Association's reports), the Steel Corporation 
had a distinctly larger share of the business than it had of the total 
production of the country. The average for the period 1901-1908 
was in tlie neighborhood of 56 per cent, as against an average of, 
roughly, 44 per cent of the total production. However, while the 
Steel Corporation's share of the country's production has been well 
maintained, with, in fact, an increasing tendency (chiefly on ac- 
count of the acquisition of the Tennessee Coal, Iron and Railroad 
Company), its share of the shipments from the Lake Superior region 
has declined rather sharply, especially since 1908, its percentage in 
1910 being only 51 as against 61.6 in 1901. 

Generally speaking it may be said that the Steel Corporation has 
since its organization controlled approximately 45 per cent of the 
production of the country's ore and substantially 55 per cent of 
the shipments of ore from the Lake Superior region alone. Since 
the bulk of the ore used for steel-making purposes comes from the 
Lake region, the latter percentage is the better index tn the real posi- 
tion of the Steel Corporation as an ore producer. The actual pro- 
duction of ore by the Steel Corporation in 1910, as will be seen from 
Table 50, was in excess of 25,000,000 tons, of which approximately 
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23,000,000 tons was from its Lake Superior mines. Almost 18,000,- 
000 tons of the Corporation's total for the year was from the Mesabi 
Kange alone. 

Coke. — ^Table 51 shows that the Steel Corporation not only occupies 
a much less important position in the coke industry than in the ore 
industry, but also that its percentage -of the country's coke produc- 
tion has been gradually reduced since its organization. Thus, from 
37.4 per cent in 1902 (figures for 1901 not being available), the Cor- 
poration's share of the coke production of the country had by 1910 
fallen below 33 per cent ; in 1907 and 1008 it was somewhat lower. 

These percentages for coke are scmiewhat misleading, for the reason 
that a considerable amount of the total production under discussion 
is for other than iron and steel making purposes, and the percentages, 
therefore, tend to understate the importance of the Steel Corporation 
in this branch of the coke business.' If statistics of production of 
coke for iron and steel making purposes alone were available, the 
Corporation's percentages would be distinctly higher. 

Pig iron. — The striking feature of the Corporation's percentages 
of pig-iron production is their close similarity to those for ore, not 
only in the figures themselves but in their comparatively moderate 
fluctuations during the period covered. Thus, the extreme range in 
these percentages (including ferromanganese, etc.) in Table 51 was 
from 40.4 per cent to 45 per cent, and excluding the year 1903, from 
only 41.9 per cent to 45 per cent. ^Vhen it is recalled that during this 
period the large pig-iron capacity of the Union-Sharon and Clairton 
steel companies and of the Tennessee Coal, Iron and Railroad Cotu- 
pany was acquired, not to mention still larger additions by new 
furnaces built (see Table 29, p. 269), the failure of the Corporation 
to substantially increase its percentage is a striking indication of the 
rapid growth of independent production. 

The Steel Corporation's own percentages of its production of pig 
iron, as given in Table 52 (these, as already stated, being based upon 
the total figures of production as compiled by the American Iron and 
Steel Association), are substantially identical with those compiled 
by the Association itself, except for 1901 and 1907. 

The discrepancy between the two sets of figures in 1901 was appar- 
ently due to the fact that certain revisions of the figures of that 
year were subsequently made by the Steel Corporation which are not 
taken account of in the figures of the American Iron and Steel As- 
sociation, while the difference in 1907 is due, as already stated, to 
the fact that the Steel Corporation's percentages include the produc- 
tion of the Tennessee Coal, Iron and Railroad Company, while those 

■ It should be noted, howovcr. (hat the prociuctioo of coke, as gliren In Table 60, doM 
not Include coke |irodDci>d hb a by-product of lllumiDatlnK gat, tommeidHlj known aa 
" gBa-honae coke." 
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of the American Iron and Steel Association do not. The percentages 
of the Tennessee Coal, Iron and Hailroad Company's pig iron produc- 
tion to the total of the country from 1907 to 1910, inclusive, were as 
follows : 



. 2.8 



It will be seen, therefore, that liad it not been for the absorption of 
the Tennessee concern the Steel Corporation would have suffered a 
perceptible decline in its position as a producer of pig iron in the past 
few years. 

During the ten-year period there was, of course, a very great in- 
crease in the production of pig iron. The total increase and the rela- 
tive increase by the Steel Corporation and by independent companies 
are given in the following summary : 
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As already pointed out, the percentages of the Corporation's pro- 
duction above given do not give an adequate idea of its importance in 
the pig-iron branch of the steel industry, for the reason that a con- 
siderable part of the country's pig-iron output is used for the manu- 
facture of foundry iron and for other purposes which do not bring it 
extensively into the field of the United States Steel Corporation, 
which is, of course, preeminently a steel-making concern. 

From what has been said, therefore, it will be seen that the Steel 
Corporation's position in the iron-ore industry and in the production 
of the first crude material of the steel industry {pig iron) has been 
fairly well maintained at the percentages I'ecorded at the time the 
Corporation was formed in 1901. The Corporation's percentage of 
coke, on the other hand, has fallen off somewhat, but allowing for the 
fact, above noted, tliat the percentages are based on a total which in- 
cludes a considerable amount of coke not used in the steel industry, 
this decline probably would not have been especially marked. There- 
fore, in what may be called the " raw material " branches of the steel 
industry, the Steel Corporation practically has not lost much ground 
since its organization, but, on the contrary, has in tlie case of ore 
production strengthened itsposition, chiefly as a result of the purchase 
of the Tennessee Coal, Iron and Railroad Company. With respect 
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to sliipments of Lake ore, however, the Corporation has not held 
its own. 

Ingots and ca8tisg8. — The percentages of these crude-steel prod- 
ucts probably afford the best single index of the Steel Corporation's 
position in the steel manufacturing industry. It will be seen from 
Table 51 that they disclose a decided recession in the relative standing 
of the Corporation. Thus, whereas in 1901 and 1902 the Corporation 
produced substantially 66 per cent of the country's crude steel, for 
the past few years its average has been only a little over 56 per cent, 
and in 1910 less than 55 per cent. This decline in the Steel Corpo- 
ration's position has taken place despite the fact, brought out in 
Table 29, on page 2C9, that the crude-steel capacity of the Cor- 
poration has been increased from approximately 9,425,000 tons to 
over 18,OOO,000 tons, or by nearly 100 per cent, while its actual pro- 
duction increased from 8,860,000 tons in 1901 to over 14,170,000 tons 
in 1910, In otlier wordti, notwithytanding such important acqui- 
sitions as the Union-SIiaron and Clairton steel companies, and the 
Tennessee Coal, Iron and Railroad Company, and despite the erection 
of its enormous Gary plant and other very important additions to its 
crude-steel works, the Corporation has failed by a considerable mar- 
gin to hold its original position in this branch of the industry. This 
means, of course, that there has been a very rapid growth in the oper- 
ations of its competitors. Moi'eover, these cohipetitors are at the pres- 
ent time extending their operations. 

The relatively much greater increase in the production of ingots 
and castings by independent manufacturers than by the Steel Cor- 
poration is well brought out by the following summary, comparing 
the production of the two groups of interests in 1901 and 1910: 
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The Steel Corporation's percentages of the country's total pro- 
duction of steel ingots and castings, as computed by itself (see Table 
52), are substantially identical with those compiled by the American 
Iron and Steel Association. 

The principal reason for the small differences that do exist appears 
to be that the statistics of the American Iron and Steel Association 
include in the figures for the Steel Corporation certain special steels, 
hut do not include such special steels in the grand total for the 
country. The percentages as figured by the Steel Corporation, on 
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the other hand, include all steel of every descriptton in both cases. 
In 1907, moreover, the Steel Corporation's percentages include i-e- 
tums foP the Tennessee Coal, Iron and Railroad Company, whereas 
those of tlie American Iron and Steel Association db not. 

It is worth noting that both sets of percentages show, a decrease in 
the Corporation's share of the production of ingots and castings in 
every year since the company was organized. Furthermore, both 
sets show that the Steel Corporation's percentage in 1910' Was less 
than 55 per cent, as compared with approximately 66 per cent in 
1901. 

Another striking feature of the?e statistics i^ that although the 
large crude-steel production of the Corporation's immense Gary 
plant is exchisively from open-hearth furnaces, the addition of this 
plant had only an insignificant effect upon the Corporation's share of 
even the open-hearth steel production of the country. This is dtie to 
the fact, of course, that the increase in steel capacity by its competi- 
tors has also been chiefly through open-hearth manufacture. As 
may be seen> from Table 50, the Steel Corporation's production of 
open-hearth crude steel in 1901 was less than 2,750,000 tons, whereas 
in 1910 it exceeded 8,380,000 tons. Its production of Bessemer steel 
ingots and castings, on the other hand, after rising from, roughly, 
6,114,000 tons in 1901 to over 8,000^000 in 1906, had declined by 1910 
to less than 5,800,000 tons.^ 

This relatively rapid development of the open-hearth steel business 
of the Corporation has a direct bearing upon its pig-iron production. 
It will be noted that the Corporation's production of crude steel has 
in every year considerably exceeded its production of pig iron. The 
excess, yearly, for the period covered has been as follows: 
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In the first :few years after its organization the Steel Corporation 
purchased a considerable amount of pig iron from " merchant " fur- 
naces, its pig-iron capacity not being equal to the demands of its 
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steel works. Such purchases account in part for the excess of the 
production of ingots and castings over the production of pig iron in 
these earlier years. A more important factor, however, was the use 
of scrap metal in open-hearth steel plants. 

Through its acquisition of the Union-Sharon and Clairton steel 
companies, in 1902 and 1904, respectively, the Steel Corporation made 
a considerable addition to its pig-iron capacity, but the steel-ingot 
capacity of these concerns was even greater than their pig-iron 
capacity, so that relatively the pig-iron production of the Corpora- 
tion, which had been somewhat deficient as compared with its require- 
ments for the manufacture of steel products, was not increased. 
Through the purchase of the Tennessee Coal, Iron and Kailroad Com- 
pany, however (see p. 269), the Corporation added 1,000,000 tons to 
its pig-iron capacity, and only half that amount to its steel-ingot 
capacity. 

Notwithstanding this important acquisition, however, and notwith- 
standing the erection of many new modem furnaces of large capacity, 
it will be seen that the excess of the crude-steel output of the Corpora- 
tion over its pig-iron production has increased in recent years. This 
does not mean that the Corporation has relied to an increasing extent 
upon outside furnaces for its supply of pig iron. In fact, the reverse 
is true. This increase in the excess of steel capacity over pig-iron 
output is largely explained by the more rapid development of the 
open-hearth process just described. In the manufacture of open- 
hearth steel a. very large proportion of scrap iron and steel is utilized, 
and also some ore, whereas the Bessemer process is almost entirely 
dependent upon pig iron from blast furnaces. It should be clearly 
understood, therefore, that the excess of steel over pig-iron produc- 
tion shown by the above figures does not mean that the Steel Corpora- 
tion has purchased any such quantity of pig iron in the open market 
to meet its steel manufacturing requirements, but instead that the 
Corporation has been able to use an increasing amount of scrap iron 
and steel, thus reducing, relatively speaking, its pig-iron require- 
ments. A part of the excess in any given year, moreover, may have 
been due to consumption of inventory stocks of iron carried over 
from previous years, but this, on the whole, is a minor con^deration. 
Ror,i.Ei> PRODUCTS, — Taking the various rolled products as a group, 
it will be noted that the percentages (see Table 51) show that the 
Steel Corporation's position has been fairly well maintained, its 
share in 1910 being 48.1 per cent as compared with about 50 per cent 
in 1901. Individual products, however, show some striking varia- 
tions. Thus it will be seen that the Corporation's production of 
Bessemer steel rails, after falling from 65.6 per cent in 1903 to 51.6 
per cent in 1907, rose in 190S (o 58.6 per cent; the percentage for 
1910 was *jO,2. The early decrease in the Corporation's percentage 
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for this product was chiefly due to tlie opening of the important 
rail mill of the Lackawanna Steel Company at its new Buffalo plant 
(see p. 96), while the recovery in 1908 is chiefly attributable to the 
acquisition of the Tennessee Coal, Iron and Railroad Company by 
the Steel Corporation, which, it will be recalled, occurred at the close 
of 1907- A more important consideration in connection with steel rails, 
however, was the opening of a rail mill by the Steel Corporation in 
,1909 at its Gary, Ind., plant, which used open-hearth steel. In order 
to get a correct idea of the Steel Corporation's position ifi the steel rail 
business, therefore, it is necessary to combine the statistics for Besse- 
mer and open-hearth rails (not the percentages as given in this table). 
Thus in 1910 the Steel Corporation's actual production of Beseemer 
and open-hearth steel rails was in excess of 2,110,000 tons. This, 
however, was only 58.8 per cent of the country's total production of 
both classes, so that notwithstanding the great increase in the output 
of the Steel Corporation that concern did not materially strengthen 
its position in the steel-rail business as a whole. 

In the case of several of the finished rolled products the Cor- 
poration has suffered serious loss of ground. In structural shapes 
and in plates and sheets the decrease in its percentage has been very 
important. Thus its percentage of the production of structural 
shapes fell from 62.2 per cent in 1901 to 51.S per cent in 1910,^ while 
its percentage of the output of plates and sheets fell from 64.6 per 
cent to 48 per cent during the same interval. In wire rods the Cor- 
poration's percentage has fallen from 77.6 to 67.3 per cent. The 
movement in wire nails has been similar, although the percentages 
themselves are throughout somewhat smaller than those for wire 
rods. In this connection it is worth pointing out that in 1910 the 
Jones & Laughlin Steel Company and the Cambria Steel Company 
had important wire-rod and wire plants under construction. More- 
over, it has recently been reported that the Lackawanna Steel Com- 
pany was likely to enter this branch of the steel business.. 

Statistics for tin plate production for the earlier years are not given 
by the American Iron and Steel Association, but the percentages 
compiled by the Steel Corporation itself (see Table 52) show that in 
1901 it produced over 73 per cent of the total production of the coun- 
try. The percentage for 1910 was about 61, thus indicating a marked 
recession in the Corporation's position with fespect to this product, 
or, in other words, a decided relative increase in outside production. 

Summary. — It will be seen, therefore, that two important facts 
are brought out by these various percentages — first, that the Steel 

'It may be noted that the Corporation's compulallon (see Table B2) gives Its percent- 
age ol Btructural sbapoa tot 1900 at 4T per ceat. Tbe Increase indicated by the American 
Iron and Steel Association's fleurcs In 1810 may have been fine to the operation of tbe 
Gary plan'. The American Iron and Steel Association's figure for 190S, it will be seen, 
Is 47.1, or practically identical with that o( tbe Corporation. 
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Corporation has well maintained its position with respect to the 
cruder materials — ore, coke and pig iron — and in fact has in some 
instances increased its share of the country's total production; but, 
second, that in the case of crude steel and most leading steel products, 
with the exception of steel rails, the Corporation, notwithstanding 
the great additions to its plant capacity, both through new construc- 
tion and through acquisition, has not kept pace with its competitors, 
but has suffered more or less pronounced retrogression. The result 
has been that whereas at its organization in 1901 the Corporation 
may be fairly said to have controlled about 60 per cent of the entire 
crude steel and finished steel business of the country, at the close 
of 1910 its percentage was not much over 50 per cent. These facts 
alone clearly show that the .Steel Corporation not only does not 
have a monopoly of the manufacturing branch of the steel industry as 
a whole, but furthermore that any monopolistic control which it may 
have had in this respect at its organization has been materially weak- 
ened during the past ten years. In other words, these figures mean 
that the United States Steel Corporation, lai^e as it is, has not pre- 
vented competition (at least, competition in production) in the steel 
industry as a whole up to this time. Even in those lin& of produc- 
tion in which the Steel Corporation had a quasi-monopolistic posi- 
I ion at the time of its formation, such as wire, tin plate, and certain 
kinds of tubes, it has lost considerable ground in the last few years. 

^Vhile, thereforej these statistics clearly show the existence of in- 
creasing indei)endent production, it should be clearly understood 
that competition has not been particularly evident with respect to 
prices, where it has been materially modified by the existence of a 
price policy described as " cooperation." This will be discussed in a 
later part of the report. 

Section 3. Position of Steel Corporation from standpoint of capacity and 
location of its plants. 

The foregoing discussion has been based upon statistics of actual 
production. From the standpoint of capacity the Steel Corporation 
probably is in a somewhat stronger position than these figures of 
production alone would indicate. 

During periods of depression the proportion of the Corporation's 
output to the total has generally been smaller than its proportion of 
capacity, owing to its policy of trying to maintain prices, but it is 
probable that if a period of violent competition occurred the Steel 
Corporation could easily increase its proportions of the total pro- 
duction and even elimi'nate permanently some of its weaker rivals. 

In the distribution of its plants the Steel Corporation has, of 
course, a distinct advantage over any individual competitor. Not 
only has it the largest and most important plants in the Pittsburg 

— c*'' 
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and Valley districts, but it is by far the largest producer in the 
Chicago district, which includes its great Gary plant, while in the 
South, as already pointed out, it has become the leading steel interest 
through the acquisition of the Tennessee Coal, Iron and Kailroad 
-Company. In practically every important iron and steel district 
east of the Mississippi Kiver, therefore, with the single exception of 
the Atlantic seaboard, the Steel Corporation is the leading factor.' 
It is worth noting in tliis connection that the Steel Corporation has 
within a comparatively recent date acquired some iron-ore property 
in Cuba. Whether this foreshadows the erection by the Corporation 
«f steel works on tlie Atlantic coast can only be surmised. 

This distribution of the Steel Corporation's plants obviously gives 
it a very important advantage with respect to transportation costs, 
both for raw materials and for finished products, while there natu- 
rally are further advantages arising from proximity to consuming 
markets. These advantages may easily be exaggerated, but it can 
not be doubted that the location of the Steel Corporation's plants at 
strategic points over so large an area must carry with it advantages 
of no small significance. 

Section 4. Fosition of the Steel Corporation from the standpoint of trans- 
portation. 

With respect to railroad transportation the Steel Coi-poration prac- 
tically has the field to itself, so far as steel makers are concerned, no 
one of its competitors having railroad properties of sufficient conse- 
quence to call for special mention. The railroad properties of the 
Sted Corporation, on the other hand, are of great importance. 
Indeed the profits derived by the Steel Corporation from its trans- 
portation properties, these profits coming chiefly from its railroad 
lines, represent a very substantial fraction of the entire net earnings. 
It will be remembered that the Steel Corporation has the two most 
important ore roads in the Lake Superior region, the Duluth and Iron 
Range and the Dulutli, Misgabe and Nortliem. The rates on ore are 
undoubtedly excessive, thus not only contributing large revenue to 
the Steel Corporation, but at the same time imposing a burden upon 
such of its competitors as are forced to ship their ore over these roads. 

The earnings of these two railroads have been extraordinary. 
The great bulk of their freight traffic is in the transportation of ore. 
The cost of ore transportation (not the freight rates) from the Minne- 
sota ranges to Lake Superior has greatly declined in recent years, and 
the ratio of operating expenses to gross earnings is extremely low for 
both roads. That for the Duluth, Missabe and Northern, in 1910, 
was below 30 per cent, as against an average for all railroads in the 
ron Works o£ San FranclKO, 
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country of 66 per cent, while that for the Duluth and Iron Range, 
in 1910, was only 36.5 per cent. Freight rates, on the other hand, 
have been maintained at the same point at which they .were established 
prior to the formation of the Steel Corporation. They Average about 
1 cent per ton-aaile, which is undoubtedly excessive. As a result of 
these high fceight rates and extraordinarily low operating expenses, 
these oce roads have been immensely profitable. The following table 
shows the dividends ipaid for a series of years. 

TAB1.B M,— DIVIDENPa PAID BY 3TEEL CORPORATION-S OKB EA1LK0AD8 SINCE IXH. 
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It should be pointed ant that the amounts of capital stock issued by ' 
these companies upon which these rates of dividends are computed 
ate comparatively small and undoubtedly considerably understate 
the investment in these roads in excess of the bonded indebtedness. 
As shown in Qhapter III, there is good reason to believe that the 
capitalization of both these roads, in 1901, was fully covered by 
tangible property. The capital stock of the Duluth and Iron Eange 
has not been changed since that date, and that of the Duluth, Missabe 
and Northern has been increased by only $1,600,000, whereas the in- 
vestment in this property has been constantly increasing. Therefore, 
while these rates of dividends are by no means a fair indication of 
the rate upon the equity in the property represented by the capital 
stock, nevertheless these jrates of dividends do jnoan that these two 
roads have been extraordinarily profitable. 

Through the ownership of the Elgin, Joliet and Eastern Railway, 
and jnore particularly oif the Bessemer and Lake Erie, the Steel Cor- 
poration has a further important advantage over its competitors with 
respect to transportation, as will be more clearly brought out in a 
subsequent part of this report. The minor railroad properties of 
the Corporation, also, particularly the Union Railroad of Pittsburg, 
the Chicago, Lake Shore and Eastern Railway, in the Chicago dis- 
trict, and the Connellsville and Monongahela Railway, in the Con- 

.,lA)t>3lc 
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nellsville coal region, are important factors in its transportation 
system. 

However, with respect to the transportation of finished products 
the Corporation, like its competitors, is chiefly dependent upon out- 
side railroad systems, its own railroad lines covering such an insig- 
nificant fraction of the country as to be of cfflnparatively minor im- 
jjortance in the transportation of finished steel products, although the 
possession of such railroad facilities even in this respect undoubtedly 
carries with it distinct advantages. 

With respect to ore transportation on the Great Lakes, the Steel 
Corporation has a less commanding position. The Corporation trans- 
ports only about two-thirds of its ore by Lake in its own boats, re- 
lying on outside vessel tonnage for the transportation of the remain- 
ing substantial fraction of its ore requirements. 

Section 5. Position of the Steel Corporation with respect to ownership of 
coal and coke property. 
At its organization the United States Steel Corporation controlled 
the great bulk of the choicest coking-coal lands in the ConneUsville 
region, so tliat it had a very great advantage over its competitors in 
this respect. It has steadily added to its large holdings of coal and 
coke property. According to an affidavit of Thomas Lynch, presi- 
, dent of the H. C. Frick Coke Company, in the Hodge suit, referred 
to in Chapter III, there were " less than 15,000 acres of unmined coal 
in the entire ConneUsville basin outside of the holdings of the subsid- 
iary companies of the United States Steel Corporation." Officials 
of the Steel Corporation have always placed great importance upon 
the value of their coal and coke property. Mr, Lynch in the affidavit 
just cited said: 

The value of the coal and coke properties above enumerated 
• • * is practically incalculable for the reason that in my 
opinion it would be impossible to replace these properties or to 
secure an adequate supply of coal and coke at anything like the 
present cost. 
The above opinion, as previously noted, was probably influenced by 
the fact that the Steel Corporation was trying to justify its huge capi- 
talization. Moreover, the subsequent development of new processes of 
making blast-furnace coke from various kinds of coal has somewhat 
modified the advantage of the Steel Corporation in the coke business, 
so that while the Corporation still maintains a decidedly advanta- 
geous position because of the exceptional coking quality of the Con- 
neUsville coal it can not be said to have a monopoly or even a monopo- 
listic position in this branch of the steel industry. 

As already stated on page 264, the Steel Corporation in 1911 made 
a very important acquisition of coking-coal properties from the Pitts- 
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burgh Coal Company, thereby still further strengthening its control 
of the most desirable coking-coal lands of the country. Therefore, 
while its position in the coking-coal business is by no means monopo- 
listic, it should be kept in mind that the Corporation has secured 
control of a vast amount of coking-coal lands. 

Section 6. Conunandii^ positioD of Steel Corporation with respect to the 
ownoship of iron ore. 

From the preceding discussicm it is apparent that the United States 
Steel Corporation does not have any monopoly of the production of 
iron and steel. Indeed, with respect to production alone, it hardly 
can be said to have, as a whole, a monopolistic position. Obviously a 
concern which, on the whole, produces over one-half of the coun- 
try's steel output has a commanding position in the industry, over- 
shadowing any individual competitor. On the other hand, the mere 
fact that over 50 per cent of the country's production of pig iron and 
nearly 50 per cent of the xirude steel are manufactured by independ- 
ents shows that there is substantial opportunity at the present time 
for independent production, even though competition has been regu- 
lated to a greater or less degree by understandings among producers. 

In the railroad tranSt)ortation of ore, it is true, the Steel Corpora- 
tion has a position which in certain districts may fairly be designated 
as of a monopolistic character, and which undoubtedly contributes 
greatly to its strength in the industry. Nevertheless, it does not have 
a complete monopoly of ore transportation, even in the Lake region. 
In the old ranges of Michigan it has no railroads of its own, while in 
the Minnesota district tiiere is one important outside road, the East- 
ern Railway of Minnesota, a branch of the Great Northern. Although 
the possession of its ore roads confers very great advantages upon the 
Corporation, it is obvious from the statistics presented that this has 
not prevented cwnpetition in the steel industry. Moreover, it has 
not prevented an increase in the production of the independents. 

With respect to coking coal, the Steel Corporation has a decided 
advantage over all its competitors on account of its substantial mo- 
nopoly of the famous Connellsville deposit, in western Pennsylvania. 
However, the fact that other coals can be commercially used for 
steel-making purposes in competition with the Connellsville prod- 
uct means, particularly in view of the almost unlimited supply of 
such grades of coal, that the Corporation in no sense has a monopoly 
of the coke branch of the steel industry. 

So far as the Corporation has a monopolistic position in the 
steel industry, therefore, it rests chiefly on the one remaining branch, 
iron ore. As a matter of fact, the Steel Corporation does occupy a 
position in the iron-ore industry, which, while by no means constitut- 
ing a monopoly, is clearly indicative of a monopolistic influence. 



37B THE eXEEX. ISOOBTOS. 

Jt, is e][c«iediD^y difficult to make an accurate statemeDt of the 
Gopporation's poeition in tbc iron-ore industry from the standpoint 
of owjierdiip. Obviously t^e full extent of any hidden natural re- 
source can not be known. It is si^ificant in this connection Uiat 
the history of the industry shows that the great ore deposits of the 
country have almost invariably been greatly underestimated, while 
predictions that all the important deposits of the country have been 
discovered have almost yearly been disproved. An illustration of 
this is the recent discovery in the Bamboo district of southern Wis- 
consin of a tract of only comparatively small area for which the ore 
d^Ksit is estimated at several hundred millions of tons, the ore, how- 
ever, apparently being of rather low grade. Again, in the old range 
districts of Michigan extensive new deposits have been discovered in 
the past few years on territory which has long been under active 
develo|Mnent and extensively prospected. It would be absurd, there- 
ioK, to assume that the known deposits of ore in the country fur- 
nish a fixed d^iominator by which to measure the relative importance 
of the Steel Corporation. 

An extremely important consideration in this connection is that 
iron ore of low grade occurs over enormous areas and in enormous 
quantities throughout the United States. A Tast amount of such ore 
is of such low iron content, however, as to be out of consideration 
in any discussion of immediately available ore reserves. It is neces- 
sary, therefore, in discussing the proportion of the total ore reserves 
of the country controlled by the Corporation to confine comparisons 
to what may be termed commercially available ores at the present 
time. The Steel Corporation's holdings of such ores greatly exceed 
those of all other iron and steel interests combined. 

It should be clearly understood that the ores of the Lake Superior 
region substantially form the basis of the steel production of the 
country. While the Steel Corporation has very extensive holdings of 
ore elsewhere, the great bulk of its ore holdings is in the Lake 
Superior district. 

One of the best indications of the position of the Steel Corporation 
in the Lake region is found in a report of the Minnesota Tax Commis- 
sion for 1908, which, after a very careful listing of the iron-ore mines 
of the State and estimate of their tonnage (evidently on a conserva- 
tive basis), placed the grand total tonnage and that of the United 
States Steel Corporati<m in 1907 in round numbers as follows: 

Grand total, all concerns in Minnesota tons— 1,182,000,000 

United States Steel Corporation (Oliver Iron Mining Com- 
pany) tons__ 918, 000, 000 

Per cent Steel Corporation (computed by Bureau) 76.6 

While this estimate covered the State of Minnesota only, in view 
of the fact that prior to the recent acquisitions in the Baraboo district 
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of Wisconsin over 80 per cent of the Steel CorpcHraiion'a ore reserves, 
excluding the Hill holdings, were in Minnesota, it will be seen that 
these figures ^ve a fairly complete idea of the position of (Jie Steel 
Corporation in this respect. Including the Hill ores, it is probable 
that over 90 per cent of the Steel Corporation's known supply of 
Lake ore at the close of 1907 was in the State of Minnesota. 

In this connection it may be noted that the secretary of the Minne- 
sota Tax Commission, in a letter to tie Commissioner of Corporations 
dated May 12, 1909, said : 

They [the United States Steel Corporation] now control at 
least 80 per cent of the present known ttHinage in the State. 

In the old ranges of Michigan the Corporation probably has a 
somewhat smaller proportion of the total ore deposits. However, its 
proportion on the Michigan ranges is large. 

A further indication of the proportion of the total amount of ore 
in the Lake Superior region, controlled by the United States Steel 
Corporation, is furnished by data submitted to the Finance Com- 
mittee of the United States Senate in 1909, by Joseph G. Butler, jr., 
of the Brier Hill Iron and Coal Company, and head of the Bessemer 
Pig Iron Association. Mr. Butler's evidence included, among other 
data, a report from John Birkinbine, a mining engineer of Philadel- 
phia, and'also certain statistics furnished by the Steel Corporation 
itself. 

The Steel Corporation's estimate of its iron ore reserves thus fur- 
nished Mr. Butler follows: 
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Mr. Butler placed the total amount of commercially available ore 
in the United States at that time at 4,462,940,000 tons, as follows : 

Lake Superior region 1, 618, 000, 000 

New York 750, 000, 000 

New Jersey 135, 000. 000 

Pmnaylvanla 45, 000, 000 

South 1, 814, 940, 000 

Bopcky Mountain dlatrlct 100, 000, 000 

Total 4, 462. »40, 000 
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Applying the Corporation's estimate of its total commercially avail- 
able tonnage in all parts of the country, namely, 1,717,589,000 tons, 
to his estimated total, Mr. Butler arrived at the conclusion that the 
Steel Corporation then owned 38J per cent of the available or 
desirable ores of the country. 

As already made clear, however, such comparisons — disregarding 
for the moment the question whether Mr. Butler's total can be ac- 
cepted — are of little significance because of the fact that the steel 
industry is essentially based upon the ores of the Lake Superior dis- 
trict. In this connection it may be noted that Mr, Birkinbine, the 
engineer above referred to, reported to Mr. Butler,' after reviewing 
numerous estimates of the probable extent of the deposit of the Lake 
Superior region, " that an estimate of 1,600,000,000 tons of reserves 
in the Lake Superior region was conservative," Mr. Birkinbine, 
however, went on to say : 

But the remarkable economies which have been achieved in 
mining, handling and transporting ore in large quantities, the 
advances in beneficiating processes, the problems in the near 
future of the material expansion of the iron-producing industry 
in the upper Lake region, may bring many ores not now con- 
sidered available in the shipping list, thus greatly augmenting 
the reserves. * * * 
Taking the estimate of 1,600,000,000 tons for the total commer- 
cially available ore of the Lake Superior region at that particular 
time, the Steel Corporation's estimate of 1,258,289,000 tons for its 
holdings would lie equivalent to well over 75 per cent of this total. 
Of course, the ideas of the consulting engineer and those of tiie Steel 
Corporation's experts as to what were commercially available ores 
may have differed somewhat, but it is not likely that the proportion 
of ore controlled by the Steel Corporation as shown by these two esti- 
mates is too high, because both of these statements were submitted by 
Mr. Butler together with extensive data for other ore supplies in 
the United States for the avowed purpose of proving that the pro- 
portion of the ore supply controlled by the Steel Corporation was less 
than 85 per cent of the total supply. 

In 1908 the commercially available ore of the Lake Superior region 
was computed by the United States Geological Survey, for the Con- 
servation Commission, at 3,500,000,000 tons, but the iron content 
assumed as a basis for available ore was very much lower than in 
the two preceding estimates, thus greatly increasing the total quan- 
tity. Tliis and other evidence indicates that the Survey estimate 
is not fairly comparable with that of the Corporation. 

At the beginning of 1908 the United States Steel Corporation 
estimated its total ore reserves in the Lake Superior region, not 
including the very extensive deposits covered by the so-called Hill 
lease, at approximately 1,200,000,000 tons. This estimate was largely 
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based upon very careful prospecting operations, a very large pro- 
portion of the Steel Corporation's ore lands in the Lake Superior 
region having been very thoroughly drilled upon, with careful records 
of depths, analyses, etc Adding 300,000,000 tons as a conservative 
estimate for the tonnage covered by the Hill lease would give the 
Corporation control in the ore ranges of Minnesota and Michigan 
of 1,500,000,000 tons. In the South, as already shown, the Corpora- 
tion has a reserve tonnage which may fairly be placed at not less 
than 500,000,000 tons. 

In these three districts, therefore, the present tonnage of the Steel 
Corporation which may be considered as a fairly definitely known 
or developed tonnage, is not less than 2,000,000,000 tons. Including 
its holdings in the Baraboo district and some miscellaneous holdings 
the total ore of the Corporation may be conservatively estimated at 
not less than 2,500,000,000 tons. 

Many facts point to a policy on the part of the Steel Corpora- 
tion of securing control of the ore deposits of the country far in 
advance of its immediate needs. As clearly brought out in Chapter 
V, the most logical explanation of the Hill lease with its extraordi- 
nary royalty and other onerous conditions is that the Corporation 
desired to prevent these ores from coming into the hands of com- 
petitors. The acquisition of the Tennessee Coal, Iron and Railroad 
Company likewise apparently was desirable more on account of the 
enormous ore and coal reserves of the company than because of its 
manufacturing plants, although these ores at present have a low 
value. Furthermore, the Corporation has examined a large amount 
of ore territory under option and has added greatly to its holdings of 
ore in consequence, notably in the case of the Baraboo district. The 
Corporation also secured a deposit of ore in Cuba, estimated to con- 
tain fully 60,000,000 tons. At one time the Corporation held ex- 
tensive options on ore lands on the Cuyuna Range in Minnesota and 
also in Canada, but it is stated that many of these options proved to 
contain little ore and were given up. 

These various acquisitions certainly indicate a rather definite 
policy on the part of the Corporation to increase its control of the ore 
reserves of the country. In this connection, it may be noted that 
E. H. Gary, chairman of the Steel Corporation, in testimony before 
the Ways and Means Committee in 1908, admitted that the Corpora- 
tion had control of the ultimate ore supply of the entire country, as 
the following excerpt will show : 

Mr. CocKRAN. You practically do control the ore supply of 
the country? 

Mr, Gaby. No; not now; not for the immediate future. 

Mr. CoCKRAN. Well, the ultimate supply? 

Mr. Gary. Yes; I think so — that is, pretty nearly. It is not 
absolute control. 

.C.oot^lc 
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Becently Mr. Gary subatantially modified and in part withdrew 
this statement. 

The system of leasing ore mines, as ^nployed in the Lake region, 
is important in this connection. A very large part (approximately 
two-thirds in 1910) of the Corporation's total holdings in the Lake 
rt^ior. is held by lease. Frequently there is no initial investment in 
such leaseholds, and even where a bonus is paid it is usually small, 
while the minimum tonnage on which royalty must be paid, whether 
mining operations are conducted or not, is generally unimportant. 
The Hill lease is, of course, as above shown, a very marked exception 
in the last respect 

It will be seen, therefore, that this ore-leasing system, where there 
is no limit placed on the number of leases that can be combined 
under a single interest, greatly facilitates the gathering in by a great 
concern like the Steel Corporation of a vast amount of ore reserves, 
far in advance of any commercial need for them. This not only 
prevents others from getting such property but also secures to such 
a concern the benefit of any appreciation in value which may come 
about either from natural causes or as a result of this very con- 
centration of ownership. Obviously, a system which thus lends 
itself to such marked concentration of ore property for many years 
in advance (a common term of lease being fifty years), at a com- 
paratively small cost, involves questions of the highest public im- 
portance. It might be said that the lease system as thus applied 
in the Lake ore region really affords an opportunity fra- a wealthy 
interest to attempt a corner in ore reserves on what is, in effect, a 
margin basis. 

Of course, in such extensive acquisitions there is a decided specu- 
lative risk, just as in similar efforts to control commodity markets, 
particularly the possibility of the discovery of available deposits 
elsewhere, or new methods of mining which may render available 
what are now nonavailable ores for present commercial purposes. 
Taking conditions as they are to-day, however, there can be no doubt 
that the Steel Corporation has control of the great bulk of the com- 
mercially available ores of the Lake Superior district, its proportion 
probably being about three-fourths of the total. This dominating 
position in the ore industry enjoyed by the Steel Corporation 
through this great ownership of ore reserves is heightened because 
of its very marked degree of control of the transportation of ore 
in the Lake Superior district. 
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An agreement, made this first day of March, nineteen hundred and 
one, by and between United States Steel Corporation, a corporation 
existing under the laws of the State of New Jersey (hereinafter 
called the " Steel Company ") , party of the first part, and J- p. Mor- 
gan & Co., of the city of New Yorlt, acting in behalf of a Syndicate, 
party of the second part: 

Whereas, the Steel Company has been organized with a capital of 
$3,000, of which one-half is 7% cumulative preferred stock and one- 
half is common stock, as shown by the certificate of incorporation 
of the Steel Company, recorded in Hudson County, New Jersey, oti 
the 25th day of February, 1901, which capital stock- is to be increased 
as hereinafter provided; and 

Whereas, as hereinafter stated, the board of directors of the Steel 
Companv deem it necessary for its business now to acquire the stocks 
and bonds of certain other corporaiicms and also to obtain tor its «»:- 
porate purposes a certain sum in cash ; and 

Whereas, after careful investigation and appraisement, the board 
of directors of the Steel Company has ascertained, adjudged and de- 
termined that the value of such bonds and stocks now so to be ac- 
quired and hereinafter specified, exclusive of such cash sum (which 
cash sum is to be received and treated by the Steel Company as 
surplus), is equal at least to the par value of the stock of tne Steel 
Company and of the bonds of the Steel Company to be issued there- 
for; and 

Whereas, the board of directors of the Steel Cwnpany considers 
that such bonds, stocks and cash may best be obtained by purchase, 
on the terms hereinafter stated, from the Syndicate represwited by 
Messrs. J. P. Morgan & Co., party of the second part hereto, and 
managers of the said Syndicate; and 

Whereas, each of the corporations, the capital stock of which it is 
prop«>sed now to acquire hereunder, has been organized and now is 
existing under the laws of the State of New Jersey, and has outstand- 
ing capital stock divided into shares each of the par value of $100 
(excepting the Carnegie Company, of which the capital stock is 
divided into shares of tlie par value of $1,000) , and divided, also, into 
classes as nest hereinafter stated, the said corporations, and the total 
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outstanding xapital stock and the classes thereof, being as follows, 
to wit: 



Total outsUnding cai^tBl 



Nune ol corpontloii. 



American Sheet Sl«el Company . . 



le Company... 

Canidgle Company 

Fedentl Bteel Company 

Nattonal Steel Company 

National Tube Company 



so,i»a.oDo 

28, 000. ODD 

ieo,i]oo,oM 

4S,4»4,300 
32,000,000 



And whereas, the Carnegie Company has issued, and there are now 
outstanding, its 5% bonds for the aggregate principal sum of 
$160,000,000: and 

Whereas, the Syndicate has arranged for the acquisition of sub- 
stantially all of the bonds and the stock of the Carnegie Company; 
and 

Whereas, in reliance upon this contract the Syndicate is endeavor- 
ing to effect the acquisition, and the delivery of all of the bonds of 
the Carnegie Company, and all of the outstanding shares of the 
capital stock of all of said corporations, upon the t^ns herein pro- 
vided. 

Now, therefore, in consideration of the premises and of other good 
and valuable considerations, and of the efforts and expenses wnich 
both parties recognize will have to be made and incurred by the 
Syndicate in their endeavor to consummate such sale : 

First. The St«el Company agrees with J. P. Morgan & Co., acting 
in behalf of the Syndicate, as follows: 

(1) If, on or before May 31, 1901, J. P. Morgan & Co. in behalf 
of the Syndicate shall 

(a) Sell and deliver, or cause to be sold and delivered, to the 
Steel Company, at least fifty-one per cent of such outstanding shares 
of the capital stock of each of the corporations above named, or of 
such of said corporations as finally shall be embraced within the 
operation of this agreemen* with the approval of the Steel Company, 
which fifty-one per cent of the total outstanding capital stock of 
each of such corporations shall include not less than fifty-one per 
cent of the total outstanding preferred stock, if any, of such com- 
pany; and also all of the $160,000,000 of bonds of the Carnegie Com- 
pany now outstanding, or such lesser amount thereof as shall be 
tendered by J. P. Morgan & Co. ; and 

(b) Shall pay, or snail cause to be paid, to the St«el Company 
twenty-five million dollars in cash : 

(2) The Steel Company will purchase such shares and bonds, and, 
in payment and consideration for such stock and bonds and for such 
cash, will issue to such persons as J. P. Morgan & Co., in behalf of 
the Syndicate, shall indicate, shares of its preferred stock and shares 
of its ccanmon stock (all of which shall be fully paid and non-assess- 
able), and also its five per cent gold bonds (wnich bonds shall be 
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of such form and tenor, and shall be secured, as J. P. Morgan & Co. 
may determine), as follows: 

(a) In the event that the Steel Company shall acquire all the 
shares of the capital stock of all of such other corpw^tions and all 
such bonds of the Carnegie Company, the Steel Company will issue 
for all such stock, and such bonds, and such sum in cash, four mil- 
lion two hundred and forty-nine thousand nine hundred and eighty- 
five shares of its preferred stock, and four milli<m two hundred and 
forty-nine thousand nine hundred and eighty-five shares of its com- 
mon stock, and also three hundred and four millicm dollars of its 
said five per cent gold bonds. 

(6) In the event that the Steel Company shall not acquire all the 
shares of the capital stock of all of such other corporations and all 
such bonds of the Carnegie Company, the Steel Company will issue 
for the shares of stock and the bonds which shall be acquired, and 
said sum in cash, four million two hundred and forty-nine thousand 
nine hundred and eighty-five (4,249,985) shares of its preferred stock, 
and four million two hundred and forty-nine thousand nine hundred 
and eighty-five (4,249,985) shares of its common stock, and three 
hundred and four million dollars ($304,000,000) of its five per cent 
m)ld bonds, less abatement and deduction therefrom to be made as 
follows : 

For each $100 par value of stock of such other companies men- 
tioned in the following table, which shall not be acquired by the Steel 
Company, the amount of the preferred stock and common stock, or 
either, set opposite to such class of stock in said table shall be de- 
ducted and abated. 
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For each $1,000 par value of such bonds of the Carnegie Cwnpany 
that shall not be acquired by the Steel Company $1,000 par value of 
such bonds of the Steel Company shall be abated and deducted. 

Second. The Steel Company further agrees that in the event of 
the acquisition by it pursuant to this agreement of less than the 
total issue of said bonds of the Carnegie Company or less than the 
total outstanding capital stock of each of said corporations, the Steel 
Company from time to time will purchase from such persons as shall 
be indicated by J. P. Morgan & Co., any and all additional out- 
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standiiu; b(»ids of the Cam^e CcMnpany or shares of the capital 
stock of any of said corporations that shall be teodered to the Steel 
CiMnpany priw to May 1, 1902 ; and in payment therefor will issue 
and deliver its bonds and fully paid-up shares of its preferred stock 
and fully paid-up shares of its common stock, at the rates at which 
deduction and abatement shall have been made under Article First 
hereof in respect of the additional bonds and shares of stodc so 
purchased. 

Third. The Steel Company shall credit and allow to J. P. Morgan 
& Co. on account of the ca^ sum payable under Article First hereof, 
or shall pay to J. P. Morgan & Co. a sum equal to the aggregate 
amount which, prior to April 1, 1901, shall have accrued upon any 
installments of dividends accruing, but not matured, on any such 
preferred stock at the date of delivery thereof to the Steel Cwnpany. 

The Steel Cranpany further agrees that the dividends on all the 
preferred stock of the Steel Company to be issued by it hereunder, 
shall begin to accrue from April 1, 1901. 

Fourfli. The Steel Company, without prejudice to the further exer- 
cise of its chartered rights to increase or to decrease its capital stock, 
agrees that it will lawfully increase its authorized capital stock to 
an amount sufficient to enable it to issue and to deliver its preferred 
stock and its common stock to the aggregate amount hereinbefore 
provided. 

Fifth. J. P. Morgan & Co., in behalf of the Syndicate, will bear 
and will pay the statutory fees and taxes for the proposed incr^ise of 
the capital stock of the Steel Company. 

Sixth. This agreement, and any agreement in pursuance thereof, 
is and shall he strictly inter partes; and no stodcholder of any of 
the corporations above referred to shall be deemed to have any right 
hereunder. 

In witness whereof, these presents have been duly executed by the 
parties hereto the day and year first above written. 

TjNrrED States Stebi. Corpobation, 

[l. 8.] By W. J. Curtis, President. 

Attest : 

Chables Mac Vbagh, 

Secretary, J. P. Af organ <& Co. 



An agreement, made this 1st day of April, nineteen hundred and 
one, by and between United States Steel Corporation, a corporation 
existing under the laws of the State of New Jersey (hereinafter called 
the " Steel Company ") , party of the first part, and J. P. Morgan & 
Co., of the city of New York, parties of the second part : 

Whereas, the Steel Company has been organized with a capital 
stock of $3,000, of which one-half is 7 per cent cumulative preferred 
stock and one-half is common stock, as shown by the certificate of 
incorporation of the Steel Company, recorded in Hudson County, 
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New Jersey, on the 25th day of February, 1901, whidi capital stock 
is to be increased as provided in a certain a^eement dated March 1, 
1901, between the Steel Company and J. P. Morgan & Co., acting in 
behalf of a Syndicate; and 

Whereas, the board of directors of the Steel Cwnpany deem it 
necessary for its business now to acquire the stocks of the other cor- 
porations hereinafter named, and, after careful investigation and 
appraisement, the board of directors of the Steel Company has ascer- 
tained, adjudged and determined that the value of such stocks now 
so to be acquired and hereinafter specified, is equal at least to the par 
value of the stocks of the Steel Company together with the sums in 
cash to t>e issued and paid therefor as hereinafter provided ; and 

Whereas, the board of directors of the Steel Company considers 
that such stocks may best be obtained by purchase, on the terms here- 
inafter stated, through Messrs. J. P. Morgan & Co., parties of the 
second part hereto; and 

Whereas, the names of said corporations and the classes and 
amounts of the capital stock thereof which the Steel Company de- 
sires to acquire are as follows : 

Tfte Lake Supeiior Consolidated Iron Mines (a corporation of New 
Jersey) 298,884^-4897/10000 shares, of the aggregate par value of 
$29,888,448.97. 

Bessemer Steamship Company (a corporation of West Virginia) 
50,000 shares of the aggregate par value of $5,000,000. 

American Bridge Company (a corporation of New Jersey) 313,738 
shares of preferred stock, of the aggregate par value of $31,373,800, 
and 309,508 shares of common stock, of the aggregate par value of 
$30,950,800. 

Colorado Fuel and Iron Covypany (a corporation of Colomdo) 
20,000 shares of preferred stock, of the aggregate par value of 
$2,000,000, and 170,000 shares of common stocK^ of the aggregate par 
value of $17,000,000. 

Olioer Iron Mining Company (a corporation of Minnesota) 2,000 
shares, of the aggregate par value of $200,000, out of a total capital 
stock of $1,200,000. 

Pittsburgh Steamship Company (a corporation of West Virginia), 
2,217 shares, of the aggregate par value of $221,700, out of a total 
outstanding capital stock of $1,333,000. 

And whereas, J. P. Morgan & Co. have heretofore rendered services 
for the purpose of acquirm^ such stocks of said several companies 
for the benefit of the Steel Company, and the Steel Company desires 
that J. P. Morgan & Co. shall render further services for the purpose 
of acquiring such stocks: 

Now, therefore, in consideration of the premises and of other good 
and valuable considerations, and of the efforts and expenses wnich 
both parties recognize, will have to be made and incurred fay Messrs. 
J. P. Morgan & Co. under this agreement : 

First. The Steel Company agrees with J. P. Morgan & Co. as 
follows : 

(1) If on or before May 31st, 1901, J. P. Morgan &, Co. shall pro- 
cure the sale and delivery to the Steel Company of all, or any part, 
not less than fifty-one per cent, of such outstanding shares of the 
capital stock of said I^ke Superior Consolidated Iron Mines, the 
Steel Company will purchase such shares, and in payment and con- 
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sideration therefor will issue to the respective vendors thereof, or for 
their account, as may be directed by J. P. Morgan & Co., $135 in the 
preferred stock and $135 in the common stock of the Steel Com- 
pany (all of which shall be fully paid and non- assessable) for each 
$100 par value of such shares of the capital stock of said Lake 
Superior Consolidated Iron Mines so sold and delivered to the Steel 
Company. 

Such stock of said IJake Superior Consolidated Iron Mines must 
carry all dividends and rights to dividends declared or payable after 
March 15, 1901, Dividends on the preferred stock of the Steel Com- 
pany to be issued in part payment therefor shall begin to accrue 
from April 1st, 1901. 

(2) If on or before May 31st, 1901, J. P. Morgan & Co. shall pro- 
cure the sale and delivery to the Steel Company, or ^i agreement 
for the sale and deliveiy to tlie Steel Company, of all the shares of 
the capital stock of said Bessemer Steamship Company, the Steel 
Company will purchase such shares of stock and wfll agree to pay 
therefor the sum of $8,500,000 in cash on or before May 1, 1902, with 
interest from May 1, 1901, at the rate of five per cent per annum. 

Such stock of the Bessemer Steamship Co. must carry all divi- 
dends and rights to dividends declared or payable after March 15, 
1901. 

(3) If on or before May 31st, 1901, J. P. Morgan & Co., shall pro- 
cure the sale and delivery to the Steel Company of said shares of the 
capital stock of said Oliver Iron Mining Company, of the aggregate 
par value of $200,000, together with said shares oi the cajjitS stock 
of said Pittsburgh Steamship Company of the aggregate par value 
of $221,700, the Steel Company will purchase such shares and, in 
payment and consideration tnerefor will issue to the vendors thereof, 
or for their account, as may be directed by J, P. Morgan & Co., 
92,500 shares of its preferred stock of the aggregate par value of 
$9,250,000 and 92,500 shares of its common stock of the aggregate 
par value of $9,250,000, all of which shall be fully paid and non- 



Such shares of stock of the Oliver Iron Mining Company must 
carry all dividends and rights to dividends declared or payable after 
March 27th, 1901 ; and dividends on the preferred stock of the Steel 
Company to be issued in part payment therefor shall begin to accrue 
from April 1st, 1901. 

(4) If on or before May 31st, 1901, J. P. Morgan & Co. shall pro- 
cure the sale and delivery to the Steel Company of all, or any part 
not less than fifty-one per cent, of said total outstanding capital 
stock of the American Bridge Company (which fifty-one per cent 
of the total outstanding capital stock shall include not less than fifty- 
one per cent of the total outstanding preferred stock of said American 
Bridge Company), the Steel Company will purchase such shares, and 
in payment and consideration therefor will issue to the vendors 
thereof, or for their account as may be directed by J. P. Morgan 
& Co., shares of the preferred stock and common stock of the Steel 
Company (all of which shall be fully paid and non-assessable) at 
the following rates: 

For each $100 share of the preferred stock of the American Bridge 
Company sold and delivered to the Steel Company, $110 par value 
in the preferred stock of the Steel Company. 
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For each $100 share of the common stock of the American Bridge 
Company sold and delivered to the Steel Company, $105 par value 
in the common stock of the Steel Company. 

Such preferred stock of the American Bridge Company shall not 
carry the dividend of 13 per cent declared payable thereon April 24, 
1901, but must carry all other dividends and rights to dividends de- 
clared or payable after April 1st, 1901 ; and such common stock of 
the American Bridge Company must carry all dividends and rights 
to dividends declared or payable after March 15th, 1901. Dividends 
on the preferred stock of the Steel Company to be issued for such 
preferred stock of the American Bridge Company shall begin to 
accrue from April 1st, 1901, 

(5) The Steel Company hereby authorizes and requests J. P. 
Mor^n & Co., for account of the Steel Company, to purchase or 
acquire, or to contract for the purchase or acquisition of, all or any 
of the outstanding shares of the capital stock of the Colorado Fuel 
& Iron Company, in consideration of the issue by the Steel Company 
in payment therefor of such amount of the preferred stock and 
common stock of the Steei Company as, from time to time, may be 
fixed by J. P. Morgan & Co., not exceeding in the aggregate $15,- 
000,000 in the preferred stock and $15,000,000 in the common stock 



of the Steel Company in case all said outstanding 19,000 [190,000; 
shares of the Colorado Fuel & Iron Company shall be so purchasea 
or acquired, and not exceeding a proportionate amount of such pre- 
ferred stock and of such common stock of the Steel Company for 
any number less than all of such outstanding 19,000 [190,000] snares 
that may be so purchased or acquired. 

(6) The Steel Company requests J. P. Morgan & Co. to endeavor 
to procure the sale and delivery to it on said terms of such shares of 
capital stock of said several corporations or any of them, and hereby 
it authorizes J, P. Morgan & Co., in their own name, or otherwise, by 
public notice or otherwise, to offer to the several stockholders of said 
several corporations, or any of them, in exchange for stocks in said 
corporations, respectively, certificates for preferred stock and com- 
mon stock of the Steel Company on the terms aforesaid. Any such 
offer may re<juire the deposit of such stocks with J. P. Morgan & 
Co. as depositaries, or with any other depositaries designated by 
them, and may be made subject to any other further terms and con- 
ditions that may be prescribed by J. P. Morgan & Co. 

The Steel Company will increase its capital stock to such amount 
as may be required for the purpose of malting the purchases hereby 
authorized. 

(7) The Steel Company authorizes and requests J. P. Morgan 
& Co. to make all agreements, and to do all acts and things, and to 
make any expenditures which, in their sole discretion, they may deem 
expedient for the purpose of acquiring such shares of stock, or any 
of them as aforesaid; and the Steel Company agrees to reimburse 
J. P. Morgan & Co. for all such expenditures and to pay all other 
expenses of any description made or incurred by J. r. Morgan & 
Co. in acting hereunder. The Steel Company further agrees to pay 
to J. P. Morgan & Co, fair compensation for their services hereunder. 

Second. J. P. Morgan & Co. agree to endeavor to procure the sale 
and delivery to the Steel Company, on the terms aforesaid, of said 
stocks of said several corporations, and they agree to include in any 
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sale of stocks of the American Bridge Company all of the shares of 
the common stock and preferred stock of said company by them 
owned. J. P. Morgan & Co. further agree that they will make m 
offer to the stockholders of the American Bridge Company, urnl of 
the Lake Superior Consolidated Iron Mines, inviting them to receive 
in exchange for their stocks, certificates for preferr^ stock and com- 
mon stock of the Steel Company on the terms aforesaid. 
. In witness whereof, these presents have been duly executed by 
the parties hereto the day and year first above written. 

UNrrBD States Steel Corporation. 

By : , President, 

Attest: 

, Secretary. 



STITDICATE AGKEEHENT OP PEBKITAKT 26, IMl. BETWEEN J. P. 
HOBOAN ft GO. JlSD THE SYNDICATE STTBSCBIBEBS BBLATIVE TO 
OBOANIZATION OF THE UNITED STATES STEEL COBPOBATION. 

An agreement, made as of the 26th day of February, nineteen 
hundred and one, by and between J. P. Morgan & Co., of the city of 
New Ywk. parties of the first part, and the subscribers hereto (here- , 
inafter called severally the " Subscribers " and collectively the " Syn- ' 
dicate"), severally, parties of the second part: 

Whereas, the United States Steel Corporation has been organized 
under the laws of the State of New Jersey, with a capital stock of 
$3,000, of which one-half is seven per cent cumulative preferred stock | 
and one-half is common stock, which capital stock presently is to be 
increased to such amount as shall be approved by J. P. Morgan & Co., 
and such corporation {hereinafter called the " Steel Company ") de- | 
sires now to acquire, as hereinafter provided, stocks and bonds of all | 
or of some of the several corporations next hereinafter referred to, 
and certain sums in cash; and 

"^Tiereas, J. P. Morgan & Co., acting in behalf of the Syndicate, 
are hereby authorized to enter, and now are about to enter, into a 
contract or contracts witii the Steel Company, by which the Steel 
Company is to agree to issue to such persons as J. P. Morgan & Co- 
in benalf of the Syndicate shall indicate, shares of its preferred stock I 
and shares of its common stock (all of which shall be fully paid and | 
non-assessable) and also its five per cent gold bonds, in payment and 
in consideration for outstanding bonds of the Carnegie Company, 
and ^ares of the outstanding preferred stock and common stock of , 
the following named comnanies, or some of them, as shall be agreed | 
upon or be provided for in such contract or contracts: 

American Sheet Steel Company, 

American Steel Hoop Company, 

American Steel and Wire Company of New Jersey, i 

American Tin Plate Company, 

Carnegie Company, 

Federal Steel Company, i 

National Steel Company, I 

National Tube Company. C ooole i 
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Now, Uierefore, in consideration of the premises wid of the mutuai 
promises herein contained, J. P. Morgan & Co. and the Syndicate 
nave mutually agreed as follows: 

First, J. P. Morgan & Co. shall have power and authority from 
time to time, in suc£ manner and on such terms as from time to time, 
either generally or in special cases, they may deem expedient: 

(1) l*ublicly or otherwise to offer, or to agree to deliver, or to 
cause to be delivered, in such amounts and at such general or special 
rates as, from time to time, either generally or in special cases, they 
may deem expedient, shares of the preferred stock, and shares of the 
common stock, and bonds, of the Steel Company, in exchange for or 
in purchase of any of the stocks of any of the other companies named 
in said proposed contracts, that shall be ddivered to J. P. Morgan & 
Co., or as mey may direct: and 

(2) By the use of any of the stocks, or of any of the LxHids, of the 
Steel Company, deliverable under said proposed contracts, or of 
moneys provided or derived under the terms of this agreement, to 
acquire all or any of the stocks, oe of the bonds, or both, of all or of 
any of the other companies above referred to. 

Second. From time to time, upon calls made 1^ J. P. Morgan & 
Co., and within such periods as shall be specified in such cal^ the 
Subscribers, severally and respectively, will pay to J. P. Morgan & 
Co. sudi sums in cash, as shall be called by J. P. Morgan & Co., but 
in the aggregate, not exceeding their respective subscriptions here- 
under. 

Third. J. P. Morgan & Co., in the exercise of their absolute discre- 
tion, may use the sums in cash so received frwn the Subscribers, for 
all or any of the following purposes, viz : 

(1) In payment to the Steel Company of any sum in cash by it 
to be received under said proposed contracts, and any further sums 
that may become payable to the Steel Company under any agreement 
modifying the same or supplemental thereto. 

(2) For any expenditures which J. 1'. Morgan & Co. in their dis- 
cretion may have incurred or hereafter may incur in or about the 
preparation or the performance of this agreement or of said proposed 
contracts, or for any purpose which, in their judfflnent, may tend to 
promote the objects of this agreement or the benefit of the Syndicate 
hereunder. 

(3) In acquiring, by purchase or otherwise, as hereinbefore author- 
ized by clause (2) of Artide First of this agreement, any of the 
preferred stock and common stock and bonds of the companies here- 
inabove referred to. 

All or any of such stocks and bonds of such other companies, so 
acquired by J, P. Morgan & Co., may be delivered by them under the 
terms of said proposed contracts to the Steel Company, in exchange 
for its stocks and bonds as therein provided ; or, in their discretion, 
J. P. Morgan & Ca may re-sell to others all or any of such stocks 
and bonds. 

Fourth. J. P. Morgan & Co, may retain all of said stocks of the 
Steel Cwnpany, to be received pursuant to said proposed contracts 
(except such of said stocks as by them shall be used or be set apart 
for use under Article First of this agreement) for such period as in 
their discretion they may deem expedient, not exceeding fifteen 
months from the date hereof; and, from time to time, during said 
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p«riod and at any time before final distribution heraundw, they may 
sell, all or any of such stocks, at public or private sale and at such 
prices, and on sach t«nns as to credit oe otherwise, as they may deem 
expedient. 

Fiftb. All such stocks of the Steel Company mentioned in Article 
Fourth hereof, and all net proceeds resulting from sales of any of 
such stocks or from any other transactions of J. P. Morgan & Co., 
for account of the Syndicate under any of the provisions hereof, 
shall be applied by J. P. Mor^n & Co. as. follows : 

(1) First, to the payment of any and all expenses and obligations 
incurred by J. P. McM-gan & Co, under any provision of this agree- 
ment. 

(2) Secondly, in repayment to the Subscribers (so far as the same 
may be sufficient for that purpose) of all sums ^ them respectivelj 
paid to J. P. Morgan & Co. pursuant to Article Second ; such repay- 
ment to be made to the Subscribers ratably. 

(Z) One-fifth of any residue of such stocks and net proceeds re- 
maming after payment in full of all such sums payable under clauses 
(1) and (2) ot this article shall be retained by, and shall belong to, 
J. P. Morgan & Co. for their own use, as compensation for their 
services in forming and managing the Syndicate : and the remaining ■ 
four-fifths of such residue shall be distributed by J. P. Morgan & Co. 
amtHig the Subscribers ratably according to their respective interests. 

Such one-fifth of any such residue shall be the only compensation 
to be received by J. P. Morgan & Co. for their services in fta-ming 
and mana^ng the Syndicate; and, in case there shall be no such resi- 
due, J. P. Morgan & Co. shall not receive any compensation for their 
services in forming or in managing the Syndicate. 

Any stocks or other assets comprised in such residue may be sold 
by J. P. Morgan & Co., or may be distributed by them as they may 
deem expedient. 

Such application of such net proceeds and such distribution of 
such residue, may be made by J. P. Morgan & Co. from time to time 
when and as they may deem expedient. 

All cash sums received by J. P. Morgan & Co. under any provision 
of this agreement shall be held by them as bankers. 

Sixth. Until the expiration of such fifteen months, or un til the 
final distribution hereunder, J. P. Morgan & Co. in such manner, at 
such prices, on such terms, and in such amounts, as they may deem 
expedient, shall have power, for account of the Syndicate, to make 
purchases of the bonds and of the preferred stock and of the com- 
mon stock of the Steel Company, and they may resell any such bonds 
and stocks which they may have purchased ; and, in their discretion, 
they may make any further undertakings of any kind with any per- 
sons concerning any such bonds and stocks. They may apply towards 
any such purchases any sums realized from any sales of bonds and 
stocks of the Steel Cwnpany under any provision of this agreement; 
and they may make advances, or may procure loans, and may secure 
the same to such amounts and in such manner as from time to time 
the? may deem expedient for any of the purposes of this agreement. 

Seventh. J. P. Morgan & Co. shall issue to the Subscribers suit- 
able receipts in respect of payments made hereunder, and they may 
issue to the respective Subscribers certificates of interest, of such 
tenor and form as they may deem suitable. Such certificates of in- 
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tCRst uid all riehta and -obligations hereunder of the respective 
St^iscribers ma^ be made transferable in such manaer and on stM^ 
tenns and conditions as J. P. Morgan & Ca may prescribe. 

Eighth. J. F. Morgan & Co. ^all have authority, from tim« to 
time and at any time, t» incur such expenses as they may deem 
propo- in carrymg out, or in endeavoring to carry out, this agrce- 
luent or said proposed contracts, or in domv any act or tkdng which 
they may deem to be in the interest of the Syndicate; and they shaU 
have power and authority, in their sole and absolute discretiou; 
finally to fix and to pay all compensations of depositaries, brokers, 
agents and counsel, or others; and in the expense account may be 
included brokers' OHnmissions as usually paid. 

Ninth. F<M- account of the Syndicate, J. P. Moi^n & Co., from 
time to time, may make undertakings of any kind with any persons 
ccraceming, or for the acquisition of, bonds or E^ares of either or ol 
both of the classes of stodi of any of the companies hereinabove re- 
ferred to, and they may make purchases thereof from the hinders 
thereof, or in any market or otherwise, and may sell the same at such 
prices, on such terms and in such amounts as from time to time they 
may deem expedient. 

Tenth. On signing this agreement each Subscriber shall indicate 
opposite his name the total sum of his subscription on account of the 
vmole Syndicate obligation hereunder; and the several Subscribers 
shall be called upon to make payments in respect of their sevwal 
subscriptions only ratably according to the respective amounts 
thereof, but each Subscriber shall be so responsible to the full extent 
of his undertaking, regardless of performance or non-p^ormance 
by any other Subscriber. 

When and as requested by J. P. Morgan & Co., and without refw- 
esce to the receipt or the possession hereunder by J. P. Morgan & 
Co., or by the Subscribers oi any b«ids or stock, each Subscriber will 
m&ke any and all payments, and will perform all of his undertakings 
under this agreement, and will do all things which by J. P. Morgan 
& Co. shall be deemed desirable to aid in the accomplishment of the 
purposes of this agreement. 

^Nothing herein contained or otherwise shall constitute the parties 
hereto partners, or shall render any one of the Subscribers liable to 
contribute more than his several proportionate amount as herein pro- 
vided, or shall prevent any of the parties from contracting with each 
other with reference to any of their respective interests. 

Eleventh. In case of any failure of any Subscriber to make any 
payment called for, or to perform any of his undertakings hereunder, 
J. P. Morgan & Co. in their sole and exclusive discretion may exclude 
such Subscriber from all interest in the Syndicate; and in their dis- 
cretitm and in such manner as they may deem proper, without any 
proceeding, either at law or in equity, they may dispose of such Sub- 
scriber's participation hereunder or of any interest or right of such 
SubscribM" hereunder or under said proposed contracts; but never- 
theless such Subscriber in default shall be responsible to J. P. Mor- 
gan & Co., for the benefit of the other Subscribers hereto, for all 
damages caused by any failure on his part. At any public sale under 
this article of any interest or ri^t of any Subscriber, J. P. Mor- 
gan & Co., or any party hereto, may become purchaser for their, or 
lor his own, benefit, without accountability. 
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Twelfth. J. p. Morgan & Co. shall have full power, in their dis- 
cretion, to agree with the Steel Company upon the terms and pro- 
visions of such proposed contracts, and as to the amount of the pre- 
ferred stock and the craninon stock and bonds of the Steel Company 
to be issued and delivered under said projfosed contracts; and, also, 
they shall have full power and authority, from time to time to enter 
into any agreements with the Steel Company modifying the said pro- 
posed contracts as they may deem expedient. Any and all contracts 
with the Steel Company made by J. P. Morgan & Co. in behalf of 
the Syndicate shall oe open to inspection by any Subscriber at the 
office of J. P. Moi^n & Co. 

Thirteenth. J. P. Morgan & Co. shall be the sole a;id final judges 
as to whether at any time it is to the interest of the Syndicate to 
proceed further under this agreement or under said proposed con- 
tracts; arid whenever they may deem expedient, they may abandon 
the objects contemplated in this agreement and said proposed con- 
tracts and all further proceedings thereunder. In such event all the 
stocks and other assets by them acquired hereunder and then held for 
account of the Syndicate, and the proceeds of such stocks and other 
assets shall remain charged with the payment of all expenses and 
liabilities by them incurred hereunder and shall be applied : 

First, to the payment of any and all expenses and obligations in- 
curred by J. P. Morgan & Co. under any provision of this agreement ; 

Secondly, in repayment to the Subscribers (so far as the same may 
be sufficient for tnatpurpoae) of all sums by them respectively pai3 
to J. P. Morgan & Co. pursuant to Article Second ; such repayment 
to be made to the Subscribers ratably. 

From time to time J. P. Morgan & Co, may sell or otherwise dis- 
pose of such stocks and other assets at such prices and on such terms 
as to credit or otherwise as they may deem expedient; or they may 
distribute the same to Subscribers ratably. 

Fourteenth. The enumeration of specific powers in this agreement 
shall notbe construed as in any way limiting any general power in- 
tended to be conferred upon or to be reserved to J, P. Morgan & Co.; 
it being intended to reserve to them, and hereby there are expressly 
conferred on them, in addition to the ^neral and specific powers 
recited herein, all other general and specific powers which from time 
to time they may deem necessary in order fully and effectively to 
carry out what they may deem to be the purposes of this agreement. 
and of this Syndicate, whether or not such purposes be herein 
expressed. 

J. P. Morgan & Co. in their discretion may submit to the Sub- 
scribers any proposed change or modification of this agreement, and, 
when assented to in writing by a majority in intereS. of the Sub- 
scribers, any change or modification so submitted by J. P. Morgan 
& Co. shall become a part of this agreement and shall be binding upon 
all the Subscribers and those claiming under them. 

Fifteenth. J. P. Morgan & Co. shali not be liable for any error of 
judgment or for any mistake of law or of fact; nor shall they be 
liable for any act or omission while endeavoring in good faith to 
carry out the purposes hereof according to their judgment. No obli- 
gation or liability, in addition to those herein expressed, shall be 
implied against J. P. Morgan & Co. 
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In no event shall J. P. Morgan & Co, be responsible for the repay- 
ment to the Subscribers of the sums by them paid under Article 
Second hereof; but such sums shall be repayable only as herein pro- 
vided, out of any stocks or other assets applicable to such payment 
under the provisions of this agreement. 

Sixteenth. J. P. Morgan & Co, may become Subscribers hereto. 
As such Subscribers they shall be liable for any subscriptions made 
by them, and ^hall be entitled in all respects to the same ri^ts and 
benefits as other Subscribers. 

J. P. Morgan & Co. may sell any stocks or other assets by them held 
hereunder to any other Subscriber; and any such other Subscriber 
may make any purchase from J. P. Morgan & Co. 

From time to time J. P. Morgan & Co. may offer, on such terms as 
they may deem expedient, to sell any such stocks or other assets to the 
Subscribers severally and ratably m amounts proportionate to their 
respective syndicate subscriptions; and in any such offering they may 
provide for the disposition of -any untaken stocks or other assets in 
such way as they may deem expedient. Upon any offering J. P. 
Moi^an & Co., as syndicate Subscribers, shall be entitled, the same 
as other Subs<?ribers to the benefits of such offering and to purchase 
their ratable amount of the stocks or other assets so offered and to 
hold the same without further accountability. 

Seventeenth. J. P. Morgan & Co, may receive and may hold, or 
may cause to be received and to be held by any depositaries or cus- 
todians, the certificates for any stocks or any bonds of the Steel Com- 
pany, and any bonds of the Carnegie Company and the certificates 
for any stocks of all or of any of the other companies hereinabove 
referred to, and they shall not be responsible for any act or any omis- 
sion of any such depositary or custodian. They shall have absolute 
control over the disposition of all such stocks and bonds held by them, 
or by any such depositary or custodian, and they may cause the same 
to be transferred to themselves, or, aK they may deem expedient, to any 
person or persons, or corporation or corporations. While so held 
by them, or under their control, J. P. Morgan & Co. shall have the 
exclusive ri^t, and hereby plenary and discretionary power is con- 
ferred upon them, to vote upon such stocks, or to cause the same to 
be voted by their nominees, or by anv proxies appointed or selected by 
them, at all meetings of stockholders for the election of directors 
of any such company, and for any and all other purposes whatsoever. 

Eighteenth, This agreement shall bind, and is for the benefit of, 
the parties hereto, and their respective executors and administrators; 
but no assignment hereunder shall be valid unless assented to in 
writing tiy J. P. Morgan & Co. 

All rights and powers of J. P. Morgan & Co. hereunder shall vest 
in said firm as from time to time constituted, without further act or 
assignment. 

^ilneteenth. Nothing herein contained shall be construed as creat- 
ing any trust or obligation whatsoever in favor of the Steel Com- 
pany, or in favor of any stockholder of any of such other companies, 
or in favor of any person or corporation other than the Subscribers, 
nor any obligation in favor of the Subscribers, excepting only as 
herein is expressly provided. 

Twentieth, Each Subscriber shall set opposite his subscription 
hereunder an address to which notices, calls or other communications 
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may be sent, and any notice, call or other communication addressed 
to any Subscriber at the address so given, and either left at such ad- 
dress or maile«], shall be deemed actually given to such Subscriber, 
and shall be sufficient for all the purposes hereof. If any Subscriber 
shall fail so to'fumish his addn^ to J. P. M<H'gan & Co., he ^lall 
not be entitled to any notice of calls, or offers, or any other notice 
hereunder, and he shall be deemed to assent to any action of J. P. 
Moi^n A Co. 

In witness whereof, the parties of the first part have hereunto 
affixed their signatures, and the parties of the second part at various 
dates have affixed their subscriptions hereto, it being understood thit 
for convenience this agreement may be subscribed in several parts 
and copies, with like force and effect as if all the subscriptions w^e 
upon one part or copy thereof. 




dECULAB LETTER OP KABCH 2, 1001, ASSSESSES B7 J. ?■ , 
KOBOAN ft CO, TO STOCKHOLOEBS OP TAItlOUS CONSTITUEirr ' 
C0NCEBN8 OF THE XnTTFEI} STATES STEEI. COBPOBATIOIT. 

March 2, 1901. j 
To the Stockholders of Federal Steel Company, National Steel C<yifr 
po/m/i Natioiud Tube Company, American Steel and Wire Com- 
■pamf of New Jersey, American Tin Plate Company^ Americo^ i 
Steel Hoop Company, American Sheet Steel CoTnpany. 

The United States Steel Corporation has been organized under the 
laws of the Stat« of New Jersey, with power, among other things, I 
to acquire the outstanding preferred stocks and common stO(^ of 
the companies above named and the outstanding bonds and stock of , 
the Carnegie Company. 1 

A Syndicate, comprising leading financial interests throu^out 
the United States and Europe, of which the undersigned are mana- 
gers, has been formed by suWribers to the amount of $200,000,000 , 
(including among such subscribers the undersigned and many large 
stockholders of the several companies), to carry out the arrange- 
ment hereinafter stated and to provide the sum in cash and Me 
financial support required for that purpose. Such Syndicate, through 
the undersigned, has made a contract with the United States Steel 
Corporation, under which the latter is to issue and deliver its prfr 
ferrcd stock and its common stock and its five per cent gold b<»>ds 
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in consideration for stocks of the above-named companies and bonds 
and stock of the Carnegie Company and the sum of $25,000,000 in 
cash. 

The Syndicate has already arranged for the acquisition of sab- 
stantially all the bonds and stock of the Carnegie Company, includ- 
ing Mr. Carnegie's holdings. The bonds of the United Stat«s Steel 
Corporation are to be used only to acquire bonds and 60 per cent of 
the stock of the Carnegie Company. 

The undersigned, in oehalf of the Syndicate, and on the terms and 
conditions hereinafter stated, offer In exdiange for the preferred 
stocks and cc»nmon stocks of the companies above named, respec- 
tively, certificates for preferred stock and common stock of the 
United States Steel Corporation, upon the basis stated in the follow- 
ing table, viz: 

For each $100 par value of stock of the class mentioned below, the 
amount set opposite thereto in preferred stock or conmion stock of 
United States Steel Corporation at par: 
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With reference to the last four companies the aggregate amount 
of stocks so to be offered was arranged with the principal stock- 
holders of those companies, who have requested the distribution of 
sudi amount among the four companies to he made in the percentages 
above stated. 

Proper adjustment will be made in respect of dividends upon all 
the deposited preferred stocks, so that the registered holders of re- 
ceipts for such preferred stocks will receive the equivalent of divi- 
dends thereon, at the rates therein provided, from the last dividend 
period up to April 1, 1901, from which date dividends on the pre- 
ferred stock of the United States Steel Corporation are to begin to 
accrue. Deposited common stocks must carry all dividends or rights 
to dividends declared or payable on or after March 1, 1901, and no 
adjustment or allowance will be made in respect thereof. 

For the purpose of avoiding the necessity of interruption in the 
declaration and payment of dividends, when earned, upon the ctan- 
mon stock, concurrently with the payment of dividends upon the 
preferred stock, there has been inserted in the charter of the United 
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States Steel Corporation a provision to the effect that whenever all 
quarterly dividends accniea upon the preferred stock for previous 
quarters shall have been paid, the board of directors may declare 
dividends on the common stock out of any remaining surplus or net 
profits. 

Statements furnished to us 1^ officers of the several companies 
above named, and of the Carnegie Company, show that the aggregate 
of the net earnings of all the companies for the calendar year 19.00 was 
amply sufficient to pay dividends on both classes of the new stocks, 
besides making provision for sinking funds and maintenance of 
properties. It is expected that by the consummation of the proposed 
arrangement the necessity of lai^ deductions heretofore made on 
account of expenditures for improvements will be avoided, the 
amount of earnings applicable to dividends will be substantially in- 
creased and greater staoility of investment will be assured, without 
necessarily increasing the prices of manufactured products. 

The certificates for stocks of the companies above named must be 
deposited as stated below, in exchange for transferable RECEirra 
issued by the respective depositaries, for which application will be 
made for listing on the New York Stock Exchange. The deposited 
certificates must be accompanied by suitable assignments and powers 
of attorney in blank, duly executed and having attached thereto the 
proper war revenue stamps, and also, if required, suitable assign- 
ments or transfers of all dividends or rights to dividends upon de- 
posited cMnmon stocks declared, or payable on or after Aferch 1, 
1901. Every deposit shall be upon the following further terms and 
conditions : 

1. The undersigned, acting in behalf of the Syndicate, shall have 
full control over the deposited certificates, including power to deliver 
the same under said contract to the United States Steel Corporation 
in consideration of the issue of preferred stock and common stock 
of said Corporation. 

2. The certificates for shares of the United States Steel Corpora- 
tion, deliverable to depositors, shall be delivered at an office or at 
offices in the city of New York to be designated by the undersigned 
by advertisement in at least two newspapers in the city of New 
York, Such certificates may be is.sued in the names of the respective 
holders of the receipts entitled thereto or may be issued in such 
other names as the undersigned may select, in which event they 
shall be indorsed for transfer in blank at the time of delivery. The 
undersigned at their option may deliver temporary certificates for 
such shares pending the preparation and delivery of engraved 
certificates. 

3. At any time prior to the deposit hereunder of two-thirds in 
amount of all outstanding shares of the capital stock of any one or 
more of the above-named companies (which two-thirds in each in- 
stance shall include two-thirds of the outstanding preferred stock 
of such company), the undersigned in their discretion may withdraw 
the offer herein made to depositors of shares of any such company 
of whose capital stock two-thirds shall not have been deposited: 
and, in such case, no act or notice of withdrawal shall be required 
other than advertisement thereof at least once in each of two dailv 
newspapers in the city of New York. Upon any such withdraw"- 
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the deposited shares of such ccmipany shall be returned without 
charge, upon surrender of the respective receipts issued therefor. 
The undersigned, in their discretion, may consuminate the proposed 
transaction as to the stocks of any companies herein named, irre- 
spective of the deposit of the stocks of any other company or of any 
withdrawal as to any other company, 

4. The undersigned are authorized to proceed with the proposed 
transaction whenever in their sole judgment a sufficient amount of 
the stocks of said companies, or of any of them, shall have been 
deposited. They reserve the right, at any time, in their discretion, 
to wholly abandon the transaction and to withdraw their offer 
herein contained, as to all the depositors, by publication of notice 
of such withdrawal in two daily newspapers in the city of New 
York; and in that event all the deposited shares shall be returned 
without charge upon surrender of the respective receipts therefor. 
In case of any such withdrawal of the offer hereunder' as to all or 
to any depositors, such depositors shall have no claim against the 
undersigned, and shall only be entitled to receive their deposited 
securities upon surrender of the respective receipts therefor. 

5. The authorized issue of capital stock of the United States Steel 
Corporation presently provided for in said contract is $850,000,000, 
of which one-half is to be seven per cent cumulative preferred stock 
and one-half is to be common stock. The company will also issue 
its five per cent gold bonds to an aggregate amount not exceeding 
$304,000,000. In case less than all of the bonds and stock of the 
Carnegie, Company or less than all of the stocks of the other com- 
panies above referred to shall be acquired, the amounts of bonds and 
stocks to be issued will be reduced as provided in said contract 

The forms of the new bonds and of the indenture securing the 
same, and of the certificates for the hew preferred and common 
shares, and the entire plan of organization and management of the 
United States Steel Corporation, shall be determined by J. P. Mor- 
gan & Co, Every depositor shall accept in full payment and ex^ 
change for his deposited stock the shares of the capital stock of the 
United States Steel Corporation, to be delivered at the rates above 
specified, in respect of the stock by him so deposited; and no de- 
positor or holder of any receipt issued hereunder shall have any 
interest. in the disposition of any other of the shares of stock, or of 
the bonds of the United States Steel Corporation, by it to be issued 
and delivered to or for account of the Syndicate or of any proceeds 
thereof. All shares of the United States Steel Corporation deliver- 
able to or for account of the Syndicate, which shall not be required 
for the acquisition of the stock of the Carnegie Company or for 
delivery to depositors under the t«rms of this circular, are to be 
retained by and belong to the Syndicate. 

6. The respective depositaries may make all such rules as shall be 
approved by the undersigned, governing the transfer and registra- 
tion of receipts for deposited shares, and for the closing of the trans- 
fer books for such receipts for any purpose. The undersigned shall 
not be responsible for any default of any depositary, 

7. Each deposit hereunder shall be irrevocable, and shall operate 
as a separate and independent agreement, and as a transfer of the 
interest of the depositors to the undersigned on the terms hOTeof. 
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S. Depoats must be made with the following depositMitB re- 
Epectively: 

Fedosl Steel preferred Block ) .,, l Colonial Trnrt Co., N. T., or with 

" " common Btock f "^ } Old Colony Trust Co., Boston. 

N»tdon«l Tube preferred stock ) ,. j Morton Tnwt Co., N. Y., or with 

" " common stock \ | Kidder, Feabody & Co., Boston. 

American Steel & Wire preferred stock " StonilaTd Trost Co., N. Y. 

" " " common eto(^ " Gnaranly Trust Co., N. Y. 

National Steel preferred stock 1 „ n-nt—i t—-* n^ h -v 

" common stock ( Cential TmstCo., N. Y. 

Americ«n Tin Plate preferred Btonk J ., „ ^, - , _ „ „ 

■ ' --- nstock f Mercantile Tnwt Co., N. Y. 



American Sheet Steel preferred stock 1 ,. „. _, , ._ ,„ __ 

" " " common stock / Parnumf Loan & Trust Co., N. Y. 

American Steel Hoop piefened stock j „ v v a -. tn< l^ vr v 

" " " common stock ( N, Y. Secunly&Trust Co.,N. Y. 



Deposits must be made on or before the 20th day of March, 1901. 
After that dat« no deposit will be received except in the discretion 
of the undersigned, and on such terms as the undersigned may 
prescribe. 

The undersigned reserve the right in their discretion to tebhinatg 
TEH FsmLBGE OF DEPOSIT hereunder at an earlier dat« upon two 
days' notice to be given by publication at least once in two daily 
newspapers in New York City. 

It 18 proper to state that J. P. Morgan & Co. are to receive no 
compensati<»i for their services as syndicate managers beyond a share 
in any sum which ultimately may be realized by the Syndicate. 

J. P. MOHOAN & Co., 

Syndicate Managers, 



STNBICAIE AOKEEmarr or habch iz, 1902, bztweek' j. f. 

KOBOAN ft CO. Ain) STNSICATE SUBSCBIBEBS, BZLATHTE TO 
COITVEBSION OV A PORTION OP THE, PIIEPBBBES STOCK OF THE 
UITITED STATES STEEL COBPORATION INTO BONDS. 

An ^reement, made the twdfth day of March, 1902, by and be- 
tween JTP. Morgan & Co., co-partners as bankers, of the city of New 
York, parties of the first part; and the subscribers hereto (herein- 
after called severally the " Subscribers," and collectively the " Syndi- 
cate"), severally parties of the second part: 

Whereas, the United States Steel Corporation (hereinafter called 
the " Steel Company ") proposes to make with J. P. Morgan & Co. 
a certain contract or contracts whereunder in behalf and account of 
the Steel Company, th^ are to offer to all of the preferred stock- 
holders of the Steel Company, severally and ratably, the preferential 
opportunity of subscribing for, and of taking at par the " ten-sixty 
year " five per cent sinking fund gold bonds of the Steel Company, 
in even amounts approximately equal to forty per cent of their sev- 
eral holdings of preferred stock, such subscriptKMis to be payable in 
such preferred stock at par, provided that every such subscribing 
stockholder at the time of such original subscription payable in pre- 
ferred stock shall have the right at his option then to make an addi- 
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ticmal subscription payable in cash for such bonds to an amount equal 
to twenty -five per cent of his stock subscription ; sadi bonds to be 
autluH'ized now for the principal sum of $250,000,000; and, 

Whereas, in and by such contracts J. P. Morgan & Co. ar« to 
guaranty to the Steel Company that subscnptitHis for such bonds 
will be made for the aggregate sum of at least $100,000,000, payable 
in preferred stock to me extent of four-fifths of said sum, and in 
cast tat the remaining one-fifth thereof; such contracts to provide 
for the paymwit or allowance to J. P. Mcffgan & Co. of a «)mmi8- 
sion of four per cent upon the aggr^;ate par amount of all sudi 
bonds, which shall be sold and delivered under their said offer, or 
to them, they having the prior right to take all of such bonds whi<^ 
shall be offered for subscription, and which shall not be taken by 
the preferred stockholders under such offer; and. 

Whereas, upon the terms of this agreement, and for the purposes 
above mentioned, all of the parties hereto now desire to form a syndi- 
cate, to provide and to furnish to J. P. Morgan & Co., for delivery 
to the Steel Company the preferred stock, and the cash required 
under their said guaranty; and to receive from J. P. Morgan & Co. 
four-fifths of tiie nrt commissions by them received under the said 
contract or contracts with the Steel Company, whidi contracts J. P- 
Morgan & Co. are autiiorized from time to time to make, modify 
and perform, as in the exercise of their unlimited discretioa from 
time to time they shall deem expedient; now, 

Therefore, in consideration of the premises, and of the mutual 
promises herein contained, J. P. Morgan & Co. and the ^^dtcate 
mutually have agreed, and do agree, as follows, viz : 

First. On signing this agreement, each subscriber has deliv»ed 
to J. P. Morgan & Co. certificates for preferred stock of the Ste^ 
Company in the amount indicated in his stock subscription hereto, 
wliicn preferred stock, to such extent as may be required to meet' 
the requirements of their said guaranty, is to be delivered to ttie 
Steel Company at par in exchange for the ten-sixty year five per 
cent gold bonds of the Steel Ctnnpany for an equal amount at par, 
to be received therefor by such subscriber, and any such preferred 
stock not so ddivered to the Steel Company is to he returned to the 
subscribers ratably according to their several subscriptions. 

Second. Each subscriber further agrees to pay to J. P. Morgan 
& Co., in cash the sum specified in his cash subscription hereto, for 
which cash J. P. Morgan & Co. shall receive from the Steel Cranpany 
bonds as aforesaid at par equal to the amount of such cash payment 
by sudi subscriber. 

Tliird. The several deliveries and undertakings of the several sub- 
scribers under this agreement shall be made and performed by the 
subscribers, respectively, when and as requested by J, P. Morgan & 
Co., and without reference to the receipt or the possession by J. P. 
Morgan & Co., or by the subscribers, of any oi said five per cent 
sinking fund gold bonds of the Steel Company. 

Fourth. The several subscribers shall be called upon to make pay- 
menta of cash in respect of their several subscriptions only ratobly 
according to ttie several amounts thereof; but each subscriber shall 
be so responsible to the full extent of his several undertaking re^^rd- 
less of performance or non-performance by any other subscriber. 
In the same proportion, except as otherwise above provided, each 
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subscriber shall be entitled to share in the benefits, and shall bear 
any loss, resulting to the syndicate under this agreement. Nothing 
herein contained shall constitute the parties hereto partners, or shall 
render any one of the subscribers liaole to contribute more than his 
several proportionate amount as herein provided. 

Fifth. In case of the failure of any subscriber to perform any of 
his undertakings hereunder as and when called for oy them, J. P. 
Morgan & Co., in behalf of themselves and the syndicate, shall have, 
and at their sole and exclusive option they may exercise, the rig^t 
to exclude such subscriber from all interest iii the syndicate; and in 
their discretion, without any proceedings either at law or in equity, 
they may dispose of such subscriber's participation hereunder or of 
any interest or right of such subscriber hereunder or under any of 
said proposed contracts ; but nevertheless such subscriber in default 
shall be responsible to J. P. Morgan & Co., for the benefit of them- 
selves and the other subscribers nereto, for all damages caused by 
any failure on his part. At any public sale under this article of 
any interest or right of any subscrmer, J. P. Morgan & Co., or any 
party thereto, may become purchaser for their, or for his own, 
benefit, without accountability; but notwithstanding any sale, 
whether public or private, the defaulting subscriber shall be re- 
sponsible to J. P. Morgan & Co. and to the syndicate for all damage 
caused by any such failure on his part. 

Sixth. J. P. Morgan & Co. shaU have full power, in their discre- 
tion, from time to time, to agree with the Steel Company upon the 
terms and provisions of any contracts such as are above referred to; 
and, also, from time to time, to enter into any agreements with the 
Steel Company modifying the said contracts as they may deem ex- 
pedient. They may deliver to the Steel Company a copy of this 
agreement, having annexed thereto a list of the subscribers; and 
"thereupon to the extent of their several subscriptions, the subscribers, 
severally and respectively, but not jointly, and no one for any other, 
shall become responsible for the performance of such contracts with 
the Steel Company in discharge of the obligation thereunder of J. P. 
Morgan & Co. Any and all contracts with the Steel Company made 
by J. P. Morgan & Co, shall be open to inspection by any subscriber 
at the office of J. P. Morgan & Co. 

Seventh. J. P. Morgan & Co. shall be the sole and final judges as 
to whether at any time it is to the interest of the syndicate to pro- 
ceed further under this agreement or under said proposed contracts; 
and, whenever they may deem expedient, they may abandon the 
objects contemplated in this agreement and said proposed contracts 
and all further proceedings thereunder. In such event all the cash 
or stock and bonds by them received and then held for account of 
the syndicate, and the proceeds of such stock and bonds shall remain 
charged with the payment of all expenses and liabilities by them 
incurred hereunder and shall be applied : 

First, to the payment of any and all expenses and obligations 
incurred by J. P. Morgan & Co. under any provision of this agree- 
ment; 

Secondly, in repayment to the subscribers (so far as the same 
may be sufficient for that purpose) of all amounts of preferred 
stock or of cash by them respectively delivered hereunder to J. P. 
Morgan & Co.; such repayment to be made to the subscribers 
ratably. . ,, ^,, , 
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Eighth. J. p. Morgan & Co. shall be sole managers of the syndi- 
cate, and in behalf of the syndicate they may make any and all ar-i 
ran^ments, and may perform any and all act8, even though not 
herein provided for, in their opinion necessary or expedient to carrj'- 
out the purposes of this agreement, or to promote or to protect what 
they deem to be the best interests of the syndicate. 

The enumeration of specific powers in this or in any other article 
of this agreement shall not be construed as in any way abridging the 
general powers by this article intended to be conferred upon or 
reserved to J. P. Morgan & Co. 

Ninth. From time fo time before October 1, 1903, J. P. Horgan -^ 
& Co., in behalf of the syndicate, may make sales of all or any part . 
of the bonds received by them for account of the syndicate. Any 
such sales may be made by J. P. Morgan & Co. either publicly or 
privately, by uiemselves, or in such manner as they may deem proper, 
and shall be upon such terms and for such price or prices as they may 
deem expedient. Each subscriber hereby assents, to, and agrees to be 
bound by, any such action. 

No subscriber shall be entitled to receive any of said bonds before 
October 1, 1903. In the meantime, in their discretion, J. P. Morgan 
& Co., either themselves may retain all or any of such bonds, or they 
may deliver to any subscriber his proportionate part thereof, upon hift 
agreement to hold the same subject to sale by J. P. Morgan & Co. 
and to retiirn the same upon call of J. P. Morgan & Go., at any time 
before October 1, 1903. 

Should any subscriber desire to withdraw from sale the portion of 
bonds to which he may be entitled hereunder, J. P. Morgan & Co. 
in their discretion may deliver to any subscriber his portion of such 
bonds, upon his agreement to hold the same for himself without sale 
until October 1, 1903, or until the complete sale by J. P. Morgan & 
Co. at an earlier date of all bonds held by or for the syndicate. 

Tenth- Until October 1, 1903, or until the final distribution here- : 
under, J, P. Morgan & Co., in such manner, at such prices, on such 
terms, and in such amounts, as they may deem expedient, shall have . , 
power, for account of the syndicate, to make purchases of the five 
per cent gold bonds and of the preferred stock of the Steel Company, 
and they may resell any such bonds and stocks which they may have 
purchased; and, in their discretion, they may make any nirther 
undertakings of any kind with any persons concerning any ■ sudi - 
bonds and stocks. They may apply towards any such^ purchases any 
sums realized from any sales of Donds and stocks of the Steel Com- 
pany under any provision of this agreement; and they may make 
advances, or may procure loans, and may secure the same to such 
amounts and in such manner as from time to time they may deem 
expedient for any of the purposes of this agreement. 

Eleventh. J. P. Morgan & Co. shall issue to the subscribers suit- 
able receipts in respect of payments made hereunder, and they may 
issue to the respective subscribers certificates of interest of such . 
tenor and form as they may deem suitable. Such certificates of . 
interest and all rights and obligations hereunder of thfe respective . 
subscribers may be made transferable in such manner, and on such ■ 
terms and conditions as J. P. Morgan & Co. may prescribe. 

Twelfth. J. P. Morgan & Co. ^all have authority, from .time. tQ 
time and at any time, to incur such expenses as they may deem proper. ■ 
in carrying out, or in endeavoring to carry out, this agreement or*-' 
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said pitnKtsed contracts, or in doing any act or thing which they may 
deem to oe in the interest of the syndicate, and all siicb expenses Bh^ 
constitute and be a prior charge in their favor upon any and all 
moDeys, stocks and bonds by them received or held hereunder. Any 
and all moneys by them received hereunder shall be held by them as 
bankers in general account. They also shall have power and au- 
thority, in their sole and absolute discretion, finally to fix and to pay 
all compensations of depositaries, brokers, agents and counsel, or 
others, and in the expense account may be induded brokers' cofn- 
mission as usually paid. 

Thirteenth, After the complete performance of the entire obliga- 
tion of the syndicate hereunder, but not before the first day of 
October, 1903, unless otherwise determined by J. P. Morgan & Oj, in 
the exercise of their unrestricted discretion, the syndicate shall be 
entitled to receive four-fifths portion of the net commissions received 
by J. P. Mor^n & Co., or such part thereof as may not have been 
used by J. P. Morgan & Co. for the purposes of this agreement, out 
of any moneys for such puipose received or retained by J, P. 
Morgan & Co., after payment of all expenses and obligations incurred 
hereunder by J. P. Morgan & Co. 

Fourteentti. J. P. Morgan & Co. shall not be liable under any ofthe 
provisions of this agreement nor for any matter therewith connected, 
except for good faith in performing, or in refraining from perform- 
ing or carrying out, the obligations by them herein expressly assumed ; 
the implication of any obligation not herein expressly assumed by 
them being hereby expressly denied and waived. 

It is understood tliat, in the same manner as other subscribers, J. P. 
Morgan & Co. may become subscribers hereto; that as such sub- 
scribers they shall be liable for all subscriptions by them made, and 
that in all respects they shall be entitled to the same rights and 
benefits as any other subscriber. Any subscriber hereto may, (m his 
own account, make any agreement with any other subscriber or with 
the Steel Company. 

Fifteenth. This agreement shall bind, and is for the benefit of, the 
parties hereto, and their executors and administrators severally and 
respectively; out no assignment hereunder shall be valid unless 
ass^ited to in writing by J. P. Morgan & Co, 

Ail rights and powej^ of J. P. Morgan & Co. hereunder shall vest 
fa) snid copartnership firm, as frcsn time to time constituted, witliont 
further act or assignment. 

Sixteenth. Nothing herein contained shall be construed as creating 
any trust or obligation whatsoever in favor of any person or corpora- 
ticm other than the subscribers, nor any obligation in favor oi the 
Bubscribers, excepting only as herein is expresdy provided. 

Seventeenth, Each subscriber ^hall set opposite his subscription 
hereunder an address, to which notices, calls or other communications 
may be sent, and any notice, call or other communication addressed to 
any subscriber at the address so given, and either left at such address 
or mailed, shall be deemed actually given to such subscriber, and shall 
be sufficient for all the purposed hereof. If any subscriber shall fail 
so to furnish his address to J, P. Morgan & Co., he shall not be 
entitled to any notice of calls, or offers, or any other notice hereunder, 
and he shall be deemed to assent to any action of J. P. Morgan & Co. 

Eighteenth. In consideration of the irrevocable rights in them 
vce^ hra«under, and the promises of the several subscribers, J. P. 
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Morgan & Co. have become parties to, and in good faith will endesror 
to consummate the purposes of this agreement; and, after receipt 
thereof from the Steel Company, they wul, as herein provided, deliver 
to the syndicate the said nve per cent gold bonds or the proceeds 
th^vof , and the said cash compensation. 

In witness whereof, the parties of the first part have hereunto 
affixed their signatures, and the parties of the second part at varions 
dates have affixed their subscriptions hereto, it being understood that 
for convenience this agreement may be subscribed in several parts and 
copies with like force and effect as if all the subscriptions were upon 
one part or cc^y thereof. 





Addr™. 


Bub«r^U>DlN»ap««Mf.^ 




P«*«d*«k. 


G<4. 











Exhibit 6, 

FBO FOBMA CONSOt-IDATEB QEMERAI. BALANCE SHEET, UlTtTEB 
STATES STEEI. COEPOBATION AND SUESIDIABT COKPANIES, 
APBIL 1, 1901, IN COUFAIUSON WITH aTWTT.ATt BALANCE SHEET 
AT SECEKBEB 31, 1910. 

ABBETS. 





Apr. 1, 1901. 


Dec. 31, 1910. 


» 


PraMrt; sooounC 

Cost of pfopertT of all compeiiies at dates 
aoqniradbrifaltrdSlateaateel Corpors- 
ttao Al^. 1,1901, tn case or 11 subsidiary 


II, l»7, 400, 000.02 


11,297,400,000.02 

3,oe3.M4.ao 

339,3*8,878.71 

l«.7Sit'.6>ll>.41i 
48,961,208.83 
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1,297,400,000.02 


1, 729,813,872.09 


432,413,872.09 


Lm, chBTKed off as follows— 




39,708,567.88 

1,632,011.99 

1«3, 894,^8. 1« 


























205,098,003.03 










Baluiee o[ propeity accouDt, sublect to 
BalmM of ln.«tmeQt fo mine Btrtpping 


''";ZZ: 


1,524, 780, eeo. 02 

23,109,712.21 


227,380,889.00 






'ss^.^r^!^''. ".'!"". 


1,208,817,984.35 


1,647,884,381.23 


249,066,396.81 
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PBD FOBUA COIfSOEJDATED QBNEBAI. BALANCE SHEET, UNITED STATES 8TBEL COB- 
POOATIOM AND SUBSIDIABT COUPANIES, APBIL 1, 1901, IN COUPABISON WITH 

SiuiLAB Baiance Sheet at Deceubeb 31, 1910— Continued. 

ABB ETS— Oontlnoed. 





Apr.l.lMl. 


Dec. 31, 1910. 


Incnast.' 


"jSatsssist-:-. 


I2,08g,027.l» 


HE, 331, 704. 91 
7,000,000.x 
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fl, 248,077. ffl 
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CaOiTeaoutDesheldbytnisteBsatbandsliik- 


238.99 
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856.28001 
3,298,464.7) 

11.016,021.45 














238.99. 
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Curreat assats: 
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. 60,910,86a 78 

io;i68:k»;s4 
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5,640;iS0.77 

4,410,793.81 
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SuQfliy muletabte bonds snd stocks 
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t508, 227,393. 70 
510,305,743.40 


(508,302,500,00 






14S,»ti. Si3.fi 






1,018,433,137-10 


868.683,600.00 


HS.sfs.Cf^.i'i 


Capital stock o! subsidiary companies not 
ownBd by Untted Slal*s Sleel CorporatkiQ. . . 
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Bonded and debenture debt (not including 
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303,450,000.00 


274,412.000.00 






190 777 500.00 




59,091,657.42 










362,541,657.42 


696,361.888.70 


233,810,209.!! 




4.109,400.41 
17,782,622.10 


2,313;ooo:oo 


,ag:S 








21,872,022.60 


3,097,792.38 


is.m.tK.ti 


CuirentlisblUtles: 

Current aoraunts payable and pay rolls 


} 27,466,879,88 !{ ^■?»-^?; 


\ 3,018,411,62 




17,134,803.02 
3; 084; 929! 23 


813,500,00 
888,122.18 




, Special deposits on loans due employees imd 




Unpaid accrued dividends of subsidiary 


*,928,«3,M 


United BtatBs SKet CoiporatioQ dividends 


12,858,700.60 












68,141,280.46 


52,834,787.01 


i,Ke.ie).iS 


Total capital and Guirent liBbiUUes. . . 


1,461,523,514.68 


1,521,488,308.69 


58,«64,6H01 



DHITED STATES STEEL COBPOBATION. 



Pbo Fobma CONBoLiDATra) Gbkebal Baladgb Sheet, TTNms States Steel Cob- 

POBATION AHD SUBBIDIABT COMPANIES, APBIL 1, 1901, IH COMFABISOH WITH 

SiuiLAB Balance Sukbt at Dbcembis 31, 1910--Contlnued. 

LI AB ILITIES—Contlnned . 





Apr. 1,1901. 


Deo. 31, 1910, 


Inoraaae.' 


Sundry reserve funds: 


t2,42S,0M.B2 


^402;m2i 














2,«7S,9S7.M 


20,092,727.91 


17,213,760.87 


Iiinds IrepreaenU a bstimce ol nserves made 
from earnings and tneome to cover Bccminx 

Bssala oovereil in property-InTestmeot nc- 


4, 110, ITS. S3 


W, 000, 000, 00 














UndiTldod surplus of United BWtes Steel Cor- 
poration and Bubaidiary companies: 
Capllal surplus provided in orpaniiatlon. . , 


25,000,000.00 


2», 000, 000- 00 

105,438,718.87 
33,704,439.32 




















15,000.000.00 


164,1*3,157.99 


130,143,157.90 




l,4e3,M2,«6aZS 


1,803,395,804.00 









I recreaws [n italics. 



^e shret ol December 31, loio, « putitished in the aonual report ol tbe CorpoiaUon, Uiis 
1 ffrltl«n off the property account, which reduces the totals of tbe asset and liability sides 
leet a correjpondinf amount. 



ISSUED CAPITAL STOCK OP THE CONSTITUENT COUFANOJS OF THE 
UNITED STATES STEEL COBPOBATION, AMOUNT OWNED BY THE 
SAID COBPOBATION, THE ISSUED CAPITAL STOCK OF THE SUB- 
SIDIABIES OF SAID CONSTITUENT COMPANIES AND PERCENT- 
AGE THEREOF OWNED BY THE LATTEB, JULT 1, 1911. 

Note. — The following schedule does not show all the properties of 
the Steel Corporation, out instead shows, first, the cofiatituent com- 
panies whose stocks are directly owned by the Steel Corporation ; and, 
second, the subsidiary companies of these constituent concerns with, 
in some instances, the subsidiaries of such subsidiaries. 

Most of the constituent companies own property in fee as well as 
own stocks in other companies. Thus, the Carnegie Steel Company 
of New Jersey owns in fee all the property previously owned by the 
National Steel Company and the American Steel Hoop Company, 
while, as indicated below, a large part of the property of some of 
the other concerns is held in fee. The Federal Steel Company, how- 
ever, is exclusively a holding concern. 

The indebtedness of the various companies is not shown in this 
table. A large amount of such indebtedness is owned within the 
oi^anization, and therefore is of no special interest. 
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408 THK STBBIj industbt. 

DimOT MTATSS STBEL COBFOBATION (nBW JEBWT). 

Capital stock ontstanding: Common, $508,302,500; pnfwred, 
$360,281,100. 

The "constituent" companies whose capital stocks are directly 
owned by the United States Steel Corporation, together with the capi- 
tal stocks of those companies, on the above date were as follows : ' 





Total capiUl 
atock Issued 




'^SAT 


nir»r< HI— Id. 


W,»iO,OTO.OO 

40,484,300.00 
S3, MO, 900. 00 

SO, 000,000. 00 

40,000,000.00 

4»,oooj)oo.oe 
40,000,000.00 

24,soo,ooo.oe 

SSiffiSS 

>g,isi,6ao.aa 

5,000,000.00 
29, 887, 448.07 
20,000,000.00 

3,600,000.00 

32,629,997.50 
124,500.00 




m.wo.m.tia 

4B.gn,4ULM 
38,»ge,ooB.(» 

asass 

HE 
fsas 










AnmiBmBiW!l*Wl™Co.: 


"!;"S 












SIS 


















Z0,8S7,44B.n 










1;^SEtS 


Tainewe Coal, Iron A R, R. Co.: 


37.302.50 
124,900.00 
178.000.00 










*° 





CARNEGIE STEEL COMPANY (nEW JEBBEY). 

Capital stock, $65,250,000. All owned by United States Steel 
Corporation. 

In addition to the amount of capital stock as above, the Came^e 
Steel Company has a capital surplus account of $189,000,000 ariang 
as follows: In 1903 a consolidation or merger was made of the Car- 
negie Company, National Steel Company, and jVmerican Steel Hoop 
Company. The aggregate amount of capital stocks of these three 
companies before the merger was $252,000,000. The stock of the 
merged or consolidated company was fixed at 25 per cent of the total 
of the old companies' stocks, or $63,000,000 (since increased to $65,- 
250,000), thus giving to the consolidated company a capital surplus 
of $189,000,000. 

The Carnegie Steel Company of New Jersey, aside from owning 
in fee all the manufacturing properties formerly owned by the 
National Steel Company and the American Steel Hoop Company, 
also controls the following companies through ownership of their 
capital stocks, the total capital stock of said companies being as 
stated below: 
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UNITED STATES STEEL CORPORATION. 



, Percent 
oWDedby 



R. R.Co... 

DockCo 

I. Yougtoioghem' Nonh- 

(. Mt. Pleasant WaierCo 

1. Union Sunply Co 

). Bessemer & Lake Erie 
R. R.Co 

I,alceefle R. R. Co.: 

Common 

Preferred......... 

3. Came^« Lin<l Co 

. " ILandCo.... 



t. Co... 



k Lake 



Penns^raaia 

Erie Dock t .. 
I. Columbus Blone Co.... 
:. MahODlug LimeelotM 

Co 

1. Isabella LimeetODe C .. 
t. i'ittsbura Limestone 

Co. (Ltd.) 

.. Peoples Supply 

(Ltd.) 



'ewabtoCo 

I.e. Flick Coke Co.... 
1. Pittsburgh 8. a. Co.... 
I. Oliver ItonUinbigCo.. 



60,000 
3,000 

£0,000 



I. Sewteklej WaU 

t. HosteiUr-ConDeU 

OI Ollvel IroD Mintai 
Co.: 
t. Lake Superior Iron 
Co..... 

> Regent Ir 

Security Land A 
ExploratioD C< 

Mining Co 

Homestead Iro 
Mining Co.... 

lifinUigCo.... 

Umlng Co 

Hope Itdq UintDg 

Neville inin' Mill-" 

Monongahela Iron 

UlnlngCo 

Lorain Iron yining 

mlioDMin- 



Co.. 



Mining Co. 

Mining Co. . 
Morewood I r 

Mining Co 

PeDCoydltan Hin- 

iSgCo 

HunWl Iron Mtn- I 

ingCo.. 

ingCo.. 



mlTODUin- 
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410 THE STEEL INDUSIWY. 

FEDERAL STEEL COMPANY (SEW JERSEY). 

Capital stock: CtHninon, $46,484,300! preferred, $53j260,900. En- 
tire amount is owned by United States Steel Corporation, 

The Federal Steel Company owns no property in fee, Jt controls 
the following companies through ownership of their capital abocks. 
The total capital -stocks of said companies are as stated below. 



»u-.«.. 


'ffi!?°' 


Percent 
owned by 
parent 


Subsld tones." 


■ss 


(WnsdbJ 
paiMJl 
jompany. 


2 

! 
i 

2 


Illinois Bteel Co 

EWa.Joliel&EB5Wrn 


it<;.iM;iioo 

10,000,000 

sioooiooa 

3, 000,000 
2,000,800 

,* m.fiOD 

■"■•Sis 

7«o,aao 


100 

100 
100 
100 

100 

3+ 
100 

100 

too 

100 

loo 


/w«o«#-CoXued. 

OrHiDDBaMalitmCo.- 

1. FayaluinCo 

3. QenoalronCo 

3. HugoIronCo 

3. UanilsIronCo 

3. NormMiIronCo.., 
3. Northern Devalop- 


»U.tiO 

fi.ooo 

GO, 000 

w;ooo 

100,000 
3,000,000 

l,000.OI» 
2,000,000 




(otdhiS); 


IW 






Tbe Lorain 8IeelC4.... 
TheLatoTennhialB. 


m 

IM 


!SS.-.SS:<"'; 




3. Duluth £ Iron 
OfUllnola^te^Co.: 

*. Uia^tatB"Q»l 

ACokeCo 

2. H. C. Frick Coke 


lOJ 


SH&™. 


100 


In terstWe Transfer By. 


10,666 
1,000,000 
i;ooo;ooo 

60,000 

06,000 
so; 000 

80.000 

■■S;Z 

"'i 

solooo 

8^000 

ioo;ooo 




i saSS- 


0,000,000 
100,000 
100,000 

100,000 

100,4)00 
100,000 
£35,008 




Spirit Luke Transfar 




Bbon % fasten) 




Fllo^UuJtngCo 






/orqrotaj,. 

WinlhropIrottCo. 

Al^aOreCo 

Auburn Iron Co.. 

Beta Ore Co 

Bishop Iron Co.... 

I>elaw™ll™nS:' 
Elba Iron Co 


3. ChicaraASo.Easi- 


1(0 




"■ TfS*^ 






4. Gary Heat, Light 
uots Co.: 


icn 



le end of this eiblblt (p. 414). 
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UNITED STATES STEEL CORPORATION. 411 

AIIEBJCAN STEEL AND WIRE COHfANY OF NEW JEBSEY. 

Capital stock: Common, $50,000,000; preferred, $40,000,000. All 
but 106 shares common and 10 shares preferred is owned by the 
United States Steel Corporation. 

A very large part of the property of the American Steel and Wire 
Company is owned in fee. The company also controls tlie following 
subsidiaries : 



Subsidlariea.' 


AmouDtoI 

capital 


Per cen( 
ovraedby 
parent 


..»™,.. 


' oaplUl" 


Pereent 
nwitedby 
^rent 


Co. (ol Alabama).... 

3. American 8W*1 4 Wire 

Co. (of Colorado) 

2. Trenton Iron Co 

3. CBJiadiaii Steel A Wire 


1100, OQO 
25,000 

30,000 

7s,a» 

900, «J0 

i,ooo;ooo 

00,000 
£,000 


SO 


3. Newbure & South 


fi,a»,ao[i 

22,000 




3. WaukttBD & Ulwtas'lp- 
..n.«i'c^Co^e-Co.- 

fs?b'4ficrt^,'^ 


100 


2. OrKuoldWireCo 

2. TrorateelProdurtsCo. 

3. AoiBriMnMlntngCo.... 
3. Americsn Land Co 


4. Unltfd Coal Co, {tor 

Erie Dock Co. (tor 
net;ie SMel Co.) 




as 


3. Pittsburgh A Ohio Val- 


iS 











I The numbers refer to notes at the end or thia exhibit (p, 414). 
NATIONAL TUBE COMPANY (NEW JERSEY). 



En- 



Capital stock: Common, $40,000,000; preferred, $40,000,000. 
tire amount is owned by United States Steel Corporation. 

The greater part of tlie property of the National Tul)e Company 
is owned in fee. The company also owns the following stocks of 
subsidiary companies: 



I. Beowood & Wheeling 

Connecting Ky, Co... 

I. McKeeaport Connecting 



I owned by 
parent 
compaay. 



' The numbers re 
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412 THE STEEL INDUSTRY. 

AMERICAN SHEET AND TIN PLATE COMPANY (nEW JERBEy). 

Capital stock: Common, $24,500,000; preferred, $24,500,000. All 
but i shares of each class of stock is owned by United States Steel 
Corporation. 

In addition to the amount of capital stock as above, the American 
Sheet and Tin Plate Company has a capital surplus account of 
$46,325,000 arising from the merger of the American Tin Plate Com- 
pany and the American Sheet Steel Company. In that merger the 
stock of the consolidated company remained the same as the stock 
of the American Sheet Steel Cmnpany previously was, thus resulting 
in the company having a capital surplus equal to the stock of the 
American Tin Plat* Company in lieu of which no new stock was 
issued. 

Nearly all of the property of the company is owned in fee. The 
subsidiary concerns are as follows: 



B.«a^. 


Amount of 
capital 
slock. 


Peroent 
owneaby 

oo?^y. 


Sub3idlBrk>s.i 


capital 


owned bi 


2. w, DoweesWoodfki 


Jl, 500,000 

12,000 
60,000 


100 
100 
lOO 


3. Apollo Qbs Co 


1100, MW 

m'.m 


IB) 








LapeLeR.R.Co 









' The nimibers re 
AMERICAN R 



lotea at the end of this exhibit (p. 114). 
C COMPANY (new JERSEy). 



Capital stock, $10,000,000. All owned by United States Steel 
Corporation. 

In addition to the amount of capital stock as above, the American 
Bridge Company has a capital surplus account of $52,324,600 arising 
from reducing the par value of its capital stock from $62,324,600 to 
the nominal amount of $10,000,000. 

The greater part of the property of the company is owned in fee. 
Its subsidiary companies are as follows ; 



Subsidiaries.^ 


Amount of 
capitel 


Percent 
company. 


Subsldiarlos.! 


"S" 


Pwcsnl 
owned bj 


*. American Bridge Co. {of 


»100,000 
3,000,000 

2,500 


100 
100 


3. Pencoyd & Phlladel- 


IS,OO0 




4. Empire Bridge Co 











> llH DUKibecs reler to m 
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tJNITED STATES STEEL CORPOBATION. 
I^KE SUPBHIOB CONSOLIDATED I80N MINES (neW 



)■ 



Capital stock, $29,887,448.97. All owne<i by United States Steel 
Corporation. 

The subsidiary companies of the Lake Superior Consolidated Iron 
Mines, and their capital stocks, are as follows : 



Snbsldlum.) 


Amonnlot 
capital 


Per 

cent 

by 

PM«lt 

pany. 


Bobsiilaiiea.' 


^" 


Per 

owned 

by 
parent 

pany. 


2. Dnluth, Uissabe & 
4,11. Procloi Water Si 

3. AdrataWalasCo.'.'.'.'. 

iSGSMSS.:::: 


M, 112, MO. 00 

250,000.00 

220,000.00 

86,000.00 

1,609,600.00 

3.600,000.00 
2,970,900.00 

ioo,oaaoo 

Hl,000.00 

e,eaaoo 


100 

100 

M+ 

100 

m 


4. Cambridge Iron Mining 


150.000,00 
50,000.00 

60,000.00 

60,000.00 
1,293,207.48 

98,000.00 

w'SSoSS 

Bo;ooo:oo 

50,000.00 




i. Crawford Iron Mining' 


l«l 




loo 


















2. RaUxbvinlrODMtnliig 


3. Tnbal ton Ui'iltag 


100 


4. GrffiDTllle Iron Mln- 


3. OwascoIronCo 

3. OneWalronCo 

3. SensoalronCo 


100 


J. Mls»be i North^ 


100 



- ' The numbera leCei to notes at tbe end of this exhibit (p. 414). 
DNION STEEL COMPANY (pENNSTI-VANIA). 

Capital stock, $20,000,000. All owned by United States Steel 
Corporation. 

The Union Steel Company owns a considerable amount of property 
in fee. 

The subsidiary companies (which hold a large portion of the prop- 
erty) and their capital stocks are as follows: 



SubsldlBllea.i 


coital 
stock. 


Percent 
own.'d by 


.-.„.. 


Amount ot 
capital 
stSck. 


Per cent 
jwned Ijy 

smpany. 




$2,610,000 

2,.WO,0OO 
5,000.000 
O,MO,0OO 

40,000 


100 
100 




800)000 
19,000 
300,000 










2. Sharon Tin Plats Co 

3. Matthews Woven Wire 


591 


3. Donors MintngCo'.!;; 
3. Uetcxr Valley R.R.Co. 


3. Sharon Coal & Limestone 


toi 











ic numbers ram to 



! end ot this exhibit (p. 414). 
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414 THE STEEL INDU9TBT. 

ClutnrPON STKBL COMPANY (pKNNSYLVAWIa) . 

Capital stock, $3,500,000. All owned by United States Sted 
Coiporation. 

The greater part of the property of Clairton Steel Company is 
owned in fee. Its subsidiary companies and their capital stocks are 
as follows : 



..,-«.. 


Amount of 

as 


b;jL|,. BUI.*!!.!..' 


'"tS?"' 


owned 
bypsrfnt 
ampmy. 


3. St.ClftlrTermlna1R, R. 


.,,«.« 


2. Champion Iron Co 

lOe 3. SCClaiiLlmeeMoeCo.. 


a6;ooo 


IM 


a. ClBtrtonLftndCo 





' The nombtn nier to twtss at Ibe end of this exhlbil bebm. 
TENNESSEE COAL, IRON AND RAILROAD COMPANY (tENNEBMIE), 

Capital stock: Common, $32,529,997.50; preferred, $124,500; guar- 
anteed preferred (Alabama Steel and Ship Building Company), 
$178,000. All of the common stock, except $87,202.50, is owned by 
the United States Steel Cor;x»ration, but none of the preferred or 
guaranteed preferred stock is owned by the United States Steel 
Corporation. 

The great bulk of the proj)erty of the Tennessee Coal, Iron and 
Railroad Company is owned in fee ; the company has, however, the 
following subsidiaries: 









— ■ 


















capital stock. 






Amount ol 
capital stock. 




BDbeldianu^ 


A. 




„.B.. 


















pmy. 






panj. 


2. Rirmlngham Soutbern 










S-i- 

























It the end of this exhibit belon. 
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merger with Xational Iteel and Amer con 

Steel Hoop oompan es 273 

3 Sli-S 



position in Industry.. 

railroad relations 

stock valueof, 

Carnegie Natural Oas Company . . 
Catneg e Steel Company (Ltd.), oi 



Comege Steel Company (New lereey), 0M>- 

tolitatioo 273-274, 276, 277. »M 

cap a zation o[ subsidiary companies.. m-M 
I n on Steel Company blast (iimaees and 

Carnegie 'iteel Company (Feonsylvonia) . .. <09 
Cash bonus value, of ore lease, defined...... ?!' 

Cement output. Steel Corporation 267.271 

Chemung Iron Company I» 

riilaigo Lake Shore and Eastern Rallicay.. (S, 

Clalrton Steel Company, acquisition by Bteel 

Corporation H,«,254-25S 

cqiltaliiation !76 

coal and ore 222,Sra.29S 

cost to Steel Corporation 286-288 

Coal acquisition by iron and steel com- 
panies 2, 66-68,84 

Atnerli&n Steel and Wire Company ffi 

Camegie interests 66,156,15* 

Clalrton steel Company .-. . . 26S 

Federal Steel Company 87 

Nat onal Steel Company 137 

National Tdlw Oraipany 93 

Hepubllclron and Steel Company M 

Iharon Steel Company 2S3 

Tennessee Coal, Iron and R^lroad Com- 



pany 2i6-3SS 

nion Steel Company 251 

n ted States Steel Corporation 13,14, 

25,36.182,198-200,202,234,274,314,315,116 

depreciation «,300.303,30T 

mined, IB 



purchases, 1901-1910... 



264,281,282,288,292,312 

2S,199-2«I1 

value nUsed by concentration of owner- 
ship 311,315 

Coal and Coke (trade )oumal) on value of coal 

properties 198-199 

Coke production, 1901-1910 270,3«W«4,367 

Sic aim Coal. ' 

Coke-o en properties, Steel Corporation, 

valuation of 316 

Colorado Fuel and Iron Company, orgwilia- 

t on and capitalization 9S,96 

position in industry... 4,M 

Steel Corporation triestoacquire.. 13,109,387,389 
; Promoters' and onder- 



espaid lor properties 286,32! 

lellminate; reason for eoDBoUdation. 5. 
i3, 82, 90, 94. 98, 107, lflJ-J86, 211,213, 2U.2M 



Competition— Continued. Pi^ 

ellmlDBtlDD Increnses value ol natural re- 
source*. 15,3n,2lO-2L6. 242-243,311, 31S, 316,33 
Ste alio Merger valno. 
IncreBsed by IntegratioD and partial eoD- 

eoUdatlon 7,8,10,11,0 

relation to reasonableneae ol proflls 32 

ConnellBvUle and Uonongabela Railway 2B 

Consolidated Steel and Win Campaoir... 6,6S,17 

Consolidation, eauses of. 4-13,82-8 

ewinomieaot B,SJ,84,BB, 100, 108,27 

See also Competltloa. 

Consolidation movement 3-4,6S-« 

Continental Coke Company 27 

Crucible Steel Compaay of Amerlis 81,25 

Cuba, Iron ore acquired by PennsylTanLa 

Steel Company S 

Iron oreacqalred by Steel Corporation... 374,38 






r, relation 






ateel Corporation M, 

41-43, 52, IsaSOa. 331, 333, 337. 340, 4DE 
Tenaes9ee Coal, Iron and Railroad Com- 
pany 302,303 

Depression, Industrial... 6,273 

Discount rale on royalty for ore leases 31,32,223 

Diamantling of plants, companies acquired 

by Steel Corporation lablo feolngp. 107 

Troy Steel Products Company 256 

Dividends, SteelCwporatioD^s ore railroads.. 37fi 

Dock properties. Cam^ie Company 159 

Steel Corporation 2!,36,197 

Dulutb and Iron Range Railroad, acqolied by 

FederalSleel Company.... ,..,...,..,. S7,80 

capltaliiatioD and value 180,191,192 

profiW 123, 374-37S 

Duluth,Mlnn..nBwsteBlpiaDtat I«6,a67 

Dulutb, MIssabe and Northeni Raflway, ctp- 

itatliation and value 2!l, 

148-149, 189, 191, 192,211-212 



owned by Rockefeller interests. . 



78 

. 28,ea,374-37S 



Ea«t«m Railway of Minnesota 377 

EcoQomiea of consolidation. S,83-»4,S9, 100, 108.274 
Elgin, Jotiet and Eastern RaUway, capltallia- 

tion 123-124,410 

pronts 124 

purchase by Federal Steel Company 88, 

118, 119, 123 

value 12J-124,leB,191,ia3 

Empire Slocl and Iron Company, capitaUia- 



Eraplovaes bonus funds Slael Corporation 
Exports Steal Corporation United Slates 

Bt«el Products Export Company organ 

lied to handle 



340 



capacity 2 ss 

capital liation IB 80 87-89 117-127 276 384 

ol subsldiaiy companies 
coke property transferred to H C Frick 



417 

Page. 



Federal Steel Company— Contlnusd. 

coBttoSleelCorporalion..; 113.174,i 

position In fnduslry 

preptkratlons to manuEactura Onisbed prod- 



underwrlterB' profits 7,118.126,177,179,261 

Steel Corporallon, quantity and valiu . . 206-228 
See nJts IroD ore. 
FBrromanEBne3e,etn..ontput, 1901-1910. 270,360-384 

FinanoierB, Interest of, in consolidation 6, 10 

Frick. H. C. connection witb Union Steel 

Company 254 

desire of Steel Corporation to eliminale, as 

competitor 28S 

Buita^alnst AndrewCAmei^ieandolbers.. lftl-152 
Frick, H.'C. Coke Company, and subsidiary 

companies, capital stock 409, 410, 411 

assets 17,156-160 

cote properties of Steel Corporation trans- 

terred to 274 

neeia Coke Company acqulrad by 283 

position In coke Industry 64,85,88 

properties 168,158.159 

Gary, E, IT., on capltaliiatian of Steel Corpo- 

ration 240 

on Sleel Corporation bond-conversion plan. 356 
on Steel Corporatioa's control ol iron om. . 381 

Gary, !nd., steel plant 284- 

266,280-281,314,315,332 
Oas. natural. 8tt Natural gas. 

Gates, John W 128 

gtateiDeut on value of ors property 207 

Oentlenien's agreements '. 68-75 

Geological Survey, United States, esClmale of 

Iron ore in Lake Superior region 380 

OoDd will, unimportant In steel Industry . . 112,235 
Gr^at Korthem Railway, branch in Ulnne- 



ore lease to Steel Corporation 

Oieat Western Uining Company, i 



377 



Hodge suit against Sleel Corpoiation 21, 

36.48,181-183,234,264,378 
Hoslelter-ConDellsvUle Coke Company 264 

Illinois Steel Company acquisition by Fed 

eral bteel Company 87 88 118-120 

assets 120-122 183 187 

capitalUation 83 120-122 410 

ore and coal land 67 263 

83 
121 



subaldlsjy companies capital stock. 
Income accounts Steel Corporation 1001- 



el Company capital <itock 



t.DOylc 



Industrial Commission, tesUmony befon, on 

valufl of orepTuperty.... 307 

UfltlTnony before, on ori^anliatloa of Tarl DOB 

consoltdatioQS 134,ISS,lJf,139 

IlldDBMHl<l«pressloa,iftitcton stwl bUKiness. 5,773 

InftoU and caatlntB, output 271,3BO-3BS,3SB-37l 

Insorence funds, Steel CoipoiMion 3M,a4S,407 

InleEiatioD In steel induatiy, defined fi,M 

compAtition Increased b; 8,10,99 

proeress of. 97-98 

. K83 



Interest, r 



D for dIaoatiDtlnE niyaKy on m 



In- 



Steel CorpoTstioD 330,33I.3ai.33§ 

Steani Pump Compuir SI 

tment,depreclaUoa in relation to 30S 

K of property distlDguished from 378,311 

rtfto CqillalliBtion: OTercapitalluUan; 
Stock, relation to assets; and, under 



Iron ore, acquisition by irou and steel com- 
panies «-«8,TS-78,S4 

American aieel and Wire Company 93 

Canada, Steel Corporation's option on SSL 

Camcgie Company 168, 188 

Clalrlon Steel Company 3&5 

Cuba 98,374,381 

foe and leascbold, distinguished 27 

Great Northern Railway, leased to Steel 



t of . . . 



Lalcc Superior Consolidated IronUlDBS 29- 

leases, advantages to Steel Corporation. 59-60,383 

bonuses 219-223 

roj-aities, present worth of... 31-36,216-228,237 

royalties, rst^ of 32.47-48,219-233, 31S-322 

royalty and Imdus, relation to vrine of 

fee 216-318 

Steel Corporation, quantity 209 

transfer value ol 34,205,229-231 

National Steel Company 89-90,137 

Olj^-er Iron Mining Company 1M-15B 

output 226,270,360-366 






74 



Union Steel Company 253,285 

United States Steel Corporation 13, 

14, 26-36, 46-48, 68-flO, 109, 182, 377 

1901 26-36,203-238 

acquisitions, 1901-1910.. 269-263,2W,2Kl,2S8.292 

depreciation..., 41,300,303,306-307 

exhaustion, assumed period of 32,324-326 

hi, at close of each year, 1901- 



Oliver Iron Mining Company takes co 

trolot 

Union Steel Company, cost. 

valuation, Dec. 31, 1997 3H 

valuation Increased by concentration 



(Ltd.). 



I.acl[anaima Iron and Steel Cerapaey. 64,95 

Lackawanna SleH Company. 

laM, I. OlHord, promoter of Amerlai 

Bridge Company 

Lake anprrfor CanaoUdated Iron Ulrus, ai 

quisitlDO by Steel Corporation . . 



. 17,11 



17-148, 16 



cwitaiiiallon 66, 14r-l«, 376, 2J 

cantoBleelCoFparallan.. 39, 114, 174, 175, 387, 3S» 

ore, qnantltyaodvalaeof 29-30,319-214 

leareto Carnegie Interests 76 

OTganiiatloa 66,83 

stock, value of. 17, 20, 29. 30. 148, 170, 174 

BulMidlary companiPs. capital stock 413 

Lake Superior Iron Company, capita stock. 409 

Lake Terminal Railroad, value 190.191 

Land, Steel Corporation, valuation of. 313-315 

Laughlin ,<i Company (Ltd.) , .. 64 

defined. : 27 



Lhneslone, Sharon Steel Company 2SJ 

Steel Corporation 26.36, lS3,201,2a!,234 

quarried 270 

Lorain Steel Company 87, 121, 566,275 

Lynch, Thomas, on value of Steel Corpora- 
tion's coal property. 198,199,379 

McClure Coke Companj- 2M 

Maintenance, on books at Steel Corpon- 

tlon 38B-29T 

Maryland Steel Company 6* 

^hant steel prodneed, Elteei Coipoiatlaii, 



1901-lS 



Ste olH CompeUtian. 
Uembi Range, royalties for ore leases on... xn-W 
Uhies. Ste Coal; Iron ore. 

Mhmesoto, leasee oTore owned by State.... 216,329 
Mhmesota Iron Company, acquisition by 

Federal Steel Company, .. . S7.S8, US, 119,132 



.. 66,123^123,41 



capltaliiation 

subsidiary companiei 

Mhincaota State Railroad and Warebonse 

CommisBlon, valuation of lallroads in 

Mmncsota IK 

Mhmeaota Steamship Company 87,185,196 

Mhmesota Steel Company 287,410 

Mlnnesola Tai Commislon, estimate and 

valuation of li«n orefn Mlanesota 304, 

233,378,379 
Monongabela Illver Consolidated Coal and 



36,210^16,1 
See alto Merger value. 

Moore, W. H 

Moore companies, ao^alled. , 

9,11,89-91 
Morgan companies, a 



12-213, 311,316,316,3a 
£9-91, 134,136,139,1^0 



18, 100-10!. 1S3-14I, 176,39 



l9,34S-35S,3S3-tOS 

NaUpool Tt-Ti 

National EnameUD); and Btunpiog Com- 
pany 81 
National Steel Compaoy soqulsitlon by 

Steel CorpoTBtloa 106 

assets 19 136-138 167 1S4 186 187 IBS 1»S 

capacity 3 SB 183 

capitalization 60 138-138 384 

coke property treosferred to H C Filck 

ColiS Company W4 

cost to Steel Corpoistioil 113 171 38e 3BT 

mcT^r with CanKKle >uid Ameiicaa Steel 

Hoop companies 273 



orgaiUiaaoB 89-! 

promoters and uDderwrlten pioftts i 

137 ITH 179 i! 
stofk \aJuBof » 170 n 

National Tube Company aeqalsltlon by 

Steel Corporation 1( 

assets IB lU-lM leT 18fl It 

oapaLilv I 

capitaUiatlon 60 141 144 276 361 4( 

cost to gteel Corporation 113 1 1 38l> 31 

LorelnSteelComponyplantatransCenedto 31 
oiganiution ! 

profits 141-114 II 

promoters and imdemltns' profits 

W 142 179 a 

pecOEistniotion ol works at UoKecsprat » 

stock VBJ1I8 of 26 ITO r 

sabsldlary companies eapjtat stock 4 

Naturalgas, AmerlcanSlwetStAeir^mpsny. 26,1< 

Camegia Interests 86, 1! 

Steel Corporation 26,3«,1S2,2CO,2ra,Z}4,3 

Net earnings, Steel Corporation, 1901-1910. . . 33 



Kewburg and 3( 



■B Railway. . . 



« Depredation- 
Oliver and Snyder Sl«ei Company 60, 137 

Oliver, Henry W., on acquisitian of ore land. 77 
OUier Iron Mining Company, uquisltioii by 

Steel Corporation. 106 

assets 156-ISS,204 

capitalization 

costlc Steel Corporation 

ore 304208 

relation to Carnegie Interests 

relation to National Steel Company 

Steel Corporation ore properties placed 






275 



output, 1901-1010 271 36fr 

Ore. See Iron ore. 

Otis Elevator Company, capHslization 

Output, restriction by Sleel Corporation (o 

maintain prices.... 

Steel Corporation, 1901-1910. 271- 

Stocl Corporation and Tennessee Cori Iron 
and RallTDBd Compsoy, 1607 



at«el COTporation and t«Ctd Voited States, 

1901-1910... S«,389-373 

Sleel Corporation, OCB 32S 

8« aito Capacity. 
Ovetcapltaliiatlon, dqxeeiatlsn cluigBS, r^s- 

ttonto 393 

memlng 111-113 



128 



Fetuisytvanla Steel Company 96 

Pennsylvania Steel Company m,bg,96,108 

PIg-tron producOon 109,270,360-365,367-370 

Pittsburg and Conneaut Dock Company . . 169, 1B7 
Pittsburg, Bessemer and Lake Erie Railroad 

Company 86,87,196,189,191,408 

Pittsburgh Coal Company 264,370 

Pittsburg Sleamabip Company, acquisition 

by Ste«l Corporation..... ._ 106 



capitallistlon 

cost to Steel Corporation . . . 
Plants, Sti oln, vaitt the 



. 276,411 



260,260,261,288,392,312 

PlMes and sheets, output, 1901-1910 271,360-365 

Poeabontas coal and coke pr<qwrtles, acquired 

by atert Corporation 26S 



Portland on 



at, produced by Steel Corpor&- 



17,271 
Premium aa leased ore, relation to value ot 

lee 316-218 

Present worth ol royalties on leased ore 31- 

3^ 216-228,237 
Pmsed Sleel Car Company, capitaliiatlon... 81 

Price agreements 57, 88-76, 373 

Prices, coal properlim 25.'l98-200 

iron^jre properties 27-31,74,77,207-215 

See alio Slock, quotations. 
Production. ,?fe Capacity; Output. 

AmericanSleeland WireCompany.. 132-133,101 

constituent concerns 12S-129 

American Tin Plate Company 135-136 

Carnegie Steel Company (Ltd.) 160 

Dululb snd Iron Range RaUroad.... 123,374-375 

Duluth, MIssabe and Northern Railway... 29, 

374-37S 

Elgin, Jollet and Eastern Railway 131 

Federal Steel Company 126-127,161 

H. C, Frlek Coke Company 161 

nitnols Sleel Company 121 

Minnesota Iron Company 123 

National Steel Company 138,161 

NatlcDal Tube Company 143-114,161 

reasonableness of, relation to competition.. 320 
Steel Corporation. . 51-56,309-310,330-347,374-876 
3ee alao Promoters' and underwriters' 



.., LA)Oglc 



INDEX. 



uid UDderwilten' proflts. 

iBridgBCompKir B,16,14S,lJ«,2fil 

.SleelCompany... 1B,140,17S,2£1 

American Bled and Wire Compuiy S, 

18, 130-182, 1 77-1 79, Kl 

AmeilcHD Steel Hoop Compnn; 6, 

138,178,179,251 

Amertean Tin PlaW Company 6,178,178,251 

FoderalBleelCompany.... 7,118,128,177,179,251 

National Ste«l Company B, 137, its, 179, 251 

National Tube Company 6,16,142,179,251 

Republic Iron utd Steel Company Rl 

Sbelby Steel Tube Company 170 

United States Steel Cofpoistioo... 38-39,243-251 

bond-coiiTerslon plan 34fl-a58,*01 

omatituent companiM. 178-180,251 

rramoters. relatloD lo coDsolldBtlou 12,84-85 

Kail pool e»-72 

Railroads, Carnegie Company 1S5,1S7-15B 

Bharoa Steel Company 253 

ateel Coijwration 13, 

24, 60, lOB, 180-194, 234, J74-37S 

depreciation 301,303,307-308 

Set alto TiansportatioD properties. 

Rails, output, ISOt'lSlD 271, 3flO-3B5, 371-372 

Reed, James H., on value ol Steel Corpora- 

(lon'B railroad propeitles 180,190 

Reid, D. □,, onacqui^tion ol American Tin 

PlateCompany 134-13S 

Repairs, on books ol Steel Corporation, 



leplaH 



ol 



el Corporation 29T 

Republic Iron and Steel Company... 81,94,109,269 
Resounxe, natural, tbIuc raised by ooncen- 

tratton ot ownenibip IB, 

36, 210-215, 242-213, 3 1 1 , 315, 316, 32S 
Bee ttiio Merger value. 

te. aee Standard Oil !□- 



Rockeleller, John D 289 

Boda, output, Steel Corporation, 1901-1910.. 271 

Kogers, H. H 289 

Rolled products, output, 1901-1910. . 360-364, 371-372 

Royalties, Focsbontas coal leaacfl 263 

8m alio Iron ore. leasea. 

Sales, Steel Corporation 330-336 

Scbwab, Cbartes H., affidavit on valoe of 

Steel Corporation's property 183,201 

Bcranton Steel Company 64 

Scrap iron and steel, ueed bi open-heartti 



371 

Sbaron Steel Company 208, 214-216, 262-253 

Sbeet«, output. Steel Corparation, 1901-1910. 271 
Shelby Steel Tube Company, acquisition by 

Steel Corporation. |08 



stock, value of. 20,144,171 

Sbenango and Lake Erie Railroad 

Shenan(!o Furnace Company 

Sboeuberger St^l Company 



Sinking funda, Steel CorporaUon. . 331, 337, «k5, 406 
relation to depreclBtlon.. 294, 296,297, 298, 392, 3W 

Bk«8-ShefAeld Steel and Iron Company 81, 

94-^,259 

Southvest ConneDsTllle Coke Company .>. 27( 

Spelter output, Steel Corporation, 1901-1910. 271 

Spiegelelseii output, 1901-1910 2T0,36IMM 

Spikes, etc., output, StMl Corporation, 

1901-1910 271 

Standard Oil Intereats, contract with Carnegie 

Inleresta 70,86, note 

iron ore, high price paid by Steel Corporis 

tion )7S 

omandvesaela. .. ll,T6,n,93-»4,10O'iai,147-l49 

Troy Steel Products Company 2S8 

See alto Bessemer Steamship Company; 

Lake Superior Consolidated Iron Mines. 

Stfianublp propertiea. See Traoaporlation 

properties; Vessels. 
Steel. See Besemer steel; Capacit;; Open- 
bearth steel; Output; Rails; etc. 






e United Statra Si 



el Corporation. 

Corporation, 
el Industry, principal companies In, b 

lormationol Steel Cfflporation 






360-365,369-371 



I, Steel Corporation, profits ac- 

cruhiglo 34S-346 

iasned by coosotidatlons, 1898-1900 W-81 

market, relation to consdIdaUoa 6, 

10, 84,99, I0( "" 
quotaUoos, Amralcan Sheet B 



II, m, 



174 



American Steel and Wbe Compan; 
niinols 

American Steel Hoop Company. 20,139,170, 
Federal Steel Company . . 

Illinois Steel Company lil 

Lake Saperior Consolidated Iron Mbies.. 17, 
20, 29, 30, 148, in, 174 

Minnesota Iron Company 1^ 

Shelby Steel Tube Company... 20,144,170, 
Tennessee Coal, Iron and Railroad Com- 
pany 4S,»I 

United States Sleel Corporatioti »2 

constituent companies.... 20, 170, 173-176,^39 
relation to assets, American Bridge Com- 
pany 22,14S-147 

AmericanSbeetSteelCompany.. 10, 32, 139-141 

American Steel and Wire Company 0, 

16,22,127-133 
American Steel Hoop Company.. 16,22,138-139 
American ThirialeCompanj'... 16, W, 133-136 

Carnegie Company 18,23, 116, 1S0-16S 

Elgin, Jollat and Eaatem Hallway tO-VU 

Federal Steel Company IB, 2J, 111-127 

Illinois Steel Company 12M» 

Lake Superior Consolidated Irtm Mines. . 1'' 

147-149 

Lorain Steel Conmapy. 1^ 



INDEX. 

Stook—CoiiUBued . 
iGlstlon In assets— Continued. 

Hmnesabk Iron Company 123-113 

NatfoDsl ateel Compan; 16,22, 136--I38 

NaCionatTabe Company 21,141-144 

Bbelby Steel Tube Company IT, 144-145 

United States Steel Osrpontha .... 3S, 113-lU 

conrtltueDtcompanlea 38 

varioua coDSolldattoofl. ,.... 

SffolfD Capltalliatlon; Overcapltalliatian. 

Structural steel output 271,SaO-3BB,372 

Sulphate of Iron output. Steel CoTporatkm, 

IBOl-lHO 

Surplus, Steel CorpoiaUon, ISIO 



.... 274 
..^ 330 



il, lion and RaltrOBd Compuiy, 
wquisitkin by Steel CorpontiOD... 4G,25> 

additlona to property, 1907-1910 

capacity 

cBpltalliatlon 98,276,4(18 

ccst to Steel Corporation 28! """ 

depiBclatlon 302-303 

expansion about 1S9S 

malatenuiceandiEpalia, 1908-1910 297 

merger with Sloss-SbeOIeld and Republic 

companies attempted 25B 

position In steel industry H,( 

8Ut>5ldiary companlEfi, capital stock 

Tin.plate output, 1901-1910 362-364. 372 

TTBosportoitiop piopertiea of Steel Corpora- 
tion 24-25, 36, 182, 189-197, OH 



valuatloa, Dec. 31 
Sa alto Ralh 
Tnosportatlon 



I. 1901-191 



:14,31S 



Its. See PromotBiB' a 
profits, 
□pany, assets and valu 



1, Steel Corporation's position 
in...., - 374-377 

Trenton Iron Company , 

Ttoyaieel l»roducta Company 255-266.389 

Tubing and pipe output, Sleel Corporation. 

1901-1010 271 

ITnderwrltera' pr 

Union Raaroad Ci 

and subsidiary company, capital stock 

UnioD Steel Company (Illinois 1 

Uniop Stee! Company (PeDDsylvauil), <»pl- 

talUation 276,277,408 

cost la Steel CoFporatlon 282-286 

orgaDlEation, and acquisition by Steel Cor- 

potation 253-254 

properties leased to otbet lubsldluics of 

Steel Corporation 275 

subsidiary companies, capital stock 413 

Talneotora 214-215 

United Shoe Macblnery Company 31 

United States Cast'Inm Flpe and Foundry 

Company 81 

DniCed StatesCoalaQdCoii^rompany 203,410 

Cnited Stoles Geological Survey, estimate of 

tron ore In Lake Superior region 380 



aaSBts, 1901 14-39,187-168,181-239 

. additions, 1901-1910 41,2.52-264,278-313 

close of 1907 43-48,313-323 

cloeeof 1910 48-51,310-312,323-329 

cloeeoteacb year. 1901-1910 312 

compared with proQts 342-345 

raliiatlonsubmlttedinllodfienilt, 1902.. 36-46 

balance abeets 328-329,405-407 

bonds, preferred stock oonverted into 348- 

358,400-4011 

capacity of planla. 108,268-269,373-374 

capitaUiBtlan 14, 

37, 112-115, 169-173, 239-251, 323-329, 406 
of constituent and subsidiary rampanles. 276, 
277,384,407-414 

causes of formation 7-13,08-106 

ooal 13, 

14, 25, 30, ISZ, 103-200, 302, 234, 274, 314,315, 376 

depredation 42,300,303,307 

mined, 1901-1910 270 

purcbae™, 1901-1910 263- 

204,281,282,288,292,312 
companka acquired. 12; table lacing p. 107; 14, 106 
oonsUtuenl companies, coet to Steel Cor- 
poration 1I2-11S, 173-176 

depreclaHon 24, 

41-43, 62, 292-309,331, 332, 337, 340, «)5 

export business.. 275 

Hodge suit ag^nst.... 36,46,181-183,234,204,376 

Income statementa 330-341 

Insurance funds 326,346,407 

ironore.lOOI 29-38,203-238 

sssnmed period of exhaustton 32,224-220 

depreciatloa 41,300,303,300-307 

Great Northern lease.... 47-48,260-263,318-323 

output 32,2as 

Stt alao Iron ore, United States Steel Cor- 

organiiatlon 98-110 

organisation, preeent 273-277 

plants, construction since 1B01 264-269 

pcaiUoDbi steel industry... 12,66-60,109,359-382 

profits 51-56, 330-347 

of ore railroads 374-375 

on ealee between subsidiary companies . . 309- 
310,332,333,340 

properties 13-14, 109 

slocks and iHinds, market prices of 242 

slocks of constituent companies, prices oF. . 20, 

170,173-178 

underwriters' profits... 38-30,243-251,349-358,401 

from constituent companies 176-180, 251 

nnderwTltlne and syndicate agreements.. 383-405 
value of properties, Diethods of estimate by 

Bureau 15,118 

United Slates Steel Products Company.... 275,410 
Universal Fottland Cement Company 266, 267 

Value of property. Increased by elimination 

ofcompetltlon li, 

36, 210-211, 242, 243, 311, 315, 316, 325 

Investment distinguished from 378 

3m alM Uergei valiu; Prices. 
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